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PREFACE. 


The ne3d of a text-book upon the Science of Finance for 
the use of colleges and universities is, 1 believe, generally 
recognised, and it has been niy first xnirpose in preparing the 
present treatise to write a book tliat shall su])ply tliis need. A 
second purpose for which the work was undertaken, and one 
which perhaps exerted greater infiuence upon the choice of 
topics and the manner of their discussion, was the desire to 
contribute something to the development oi a financial system 
that shall satisfy the peculiar requirements of Federal and 
local government in the United States. The initial step in 
this direction consists undoubtedly in a dear presentation 
of fundamental principles and in a true classification of the 
means to be employed ; but this treatise does not content it- 
self with analysis and theory. In ail important cases it ap- 
plies tlio administrative test to theoretical conclusions, and 
insists that every constructive proposal should be judged by 
its adaptation to existing conditions. It seems proper to make 
mention oi tliis fact because those suggestions which give 
character to tlie programme of financial reform here submitted 
cannot be appreciated except the reader recognise the em- 
phasis placed upon administrative considerations. 

Should it i.vrove that this book is to(.) extended for use in 
institutions of limited elections, it is suggested that Book I, 
Part 1, and Chapters I and TI of Book I. Part II, may be 
omitted without seriously impairing the logical presentation 
of the subject, 

I cannot permit this opportunity to pass without express- 
ing my obligation to Professor F. M. Taylor of the University 
of Michigan for his many pertinent suggestions and criticisms. 
I desire also to acknowdedge my gratitude to Professor Frank 
H. Dixon of Dartmouth College, \vho did me the favour of 
reading the final proof. It w^as necessary to consent to pub- 
lication during my absence from the country, a statement 
wdiich makes evident the extent of my indebtedness to Dr. 
Dixon. 

H. C. A. 

Twin Oaks, August, 1898. 
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THE SCIENCE OF FINANCE. 

INTRODUCTORY CHAPTER. 

GENERAL CONSIDERATIONS RESPECTING THE SCIENCE 
OF FINANCE. 

Dkfinition of thk Science of Finanxe, 

The Three Fiscaf, Axioms. 

(1) The Patrimony of the State must not be Impaired. 

(2) Political Restraints must be Established. 

(3) The Political Organization must be Recognised. 

The Nature of Puui.ic Wants. 

(1) They Are Reducible to a Demand fur Money, 

(2) Consideration of Gratuitous Service. - 

(3) Consideration of Coerced Service. 

General Divisions of the .Science of Finance. 

1. Definition of the Science of Finance. — The Science of 
Finance treats of public expentlitures and public income and 
includes in its investif^uitioii.s all those varied relations neces- 
sarily implied when considerinq" such expenditures and in- 
come. In its restricted .U-nsc. it jicrtains to tlie technic of 
treasury administration and deals with those practical ques- 
tions that arise in connection witli the management of the 
puldic purse. Ivcqarded from the peda.qogieal point of view, 
it forms a part of that coinprelicnsive study, the Science of 
lecononiics, and tliroug'h economics it i.s related to the en - 
tire group of political and social sciences. Speaking defi- 
nitely, and witli a view of grouping the j)rob!cnis which it in- 
cludes, tlie Science of Finance undertakes an analysis of the 
wants of the State and of the means by which rhosc wants inay 
be supplied. All j^roTilenis whuTi find proper ])lace within the 
domain ~or this study may be considered in connection with 
one of the two following questions: 


I 
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GENERAL CONSIDERATIONS. 


First. What are the legitimate and necessary wants of a 
State ? 

Second. How may these wants be tlie most economically 
and advantageously supplied ? 

A number of problems in public economy commonly re- 
garded as forming a part of the Science (jf h'inance must be 
excluded if the view just expressed respecting tlie nature of 
tliat science be accepted as correct. Such, for example, are 
the problems of money, currency, and banking. These have 
to do with the mechanism ])y which all financial operations 
are carried on, and not with the operations lliemselves. A 
sound monetary system, a safe currency, and an efficient 
banking organization are important for private as well as 
public transactions. They form a part of the conditions 
neceSvSary for tlie transfer of values, whether such tratisfers 
be between two or more citizens or between the subjects and 
the State. They pertain jirimarily to the machinery of com- 
merce and are pr<.)|.>erly treated as chapters in I’olitical Econ- 
omy, a study whicli may be adecjuatcly defined as tJie science 
of industrial association. 

It is necessary that the distinction here brought to light 
should be firmly grasped in order to guard at the outset 
against misapprehension respecting the scope and jiurpose of 
the Science of Finance. . It is true that under certain condi- 
tions questions of money, currency, and banking may play 
an important part in the financial ])olicy of the Government. 
Suppose, for example, some great fiscal exigency to arise, 
like the advent of a war, and tliat tlie Government lack the 
instruments and agencies with which to make headway 
against fiscal wants. It is (juite possilile that an administration 
may feel oliliged, as a [ireliminary stej) for collecting adecpiate 
revenue, to undertake the creation of a new system of cur- 
rency or banking. .Sucli was tlie case in the United States in 
l86i. It is also conceivable, though tlie admission is full of 
danger, that a government may. on account of failure of all 
other means of filling a de])lele(l treasury, he forced to issue 
legal-tender notes whidi shall serve as money in commercial 
transactions. Under such circumstances a law which aims to 
create a l)anking system, or to jirovide a new medium of cir- 
culation, liccomes, for the time being, a part of the financial 
policy of the administration. From this, however, it does not 
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follow that a discussion of banking principles or of the {prin- 
ciples of monetary science forms a legitimate part of the 
Science of Finance. The conclusions arrived at from such a 
discussion find their support in Political Economy, and must 
be acceptecf by the financier as part of the ccpiiprnent pvith 
wliich lie approaches the solution df any particular financial 
(juestion. 

Another mistaken idea respecting the Science of Finance 
arises from failure to distinguish between public and private 
’ financiering, d'he former holds in mind the 'service to Ipc ren- 
dered, the latter the profit to be derived from tlie service. 
This distinction, the recognition of which is essential to the 
pr(^|):*r understanding of the Sciemce of Finance, will be more 
fully ex])lained in connection with the discussion of certain 
fiscal axioms which follows. The Science of iMiiance has to 
do with public and not with private financiering. 

2. The Three Fiscal Axioms. — Since the Science of Fi- 
nance treats of the wants of the State and the means of their 
supply, it seems projper at the outset to imiuire resipccting 
the nature of a State, The sco[>e of such an inquiry must be 
limited by its purpose, and its purpose is to discover if the 
State {possess any universal or {permanent characteristics 
w'liicli may Ipc accefptcd as final in the formulation of financial 
princiiples, or in |)assing judgment upon specific financial 
(iucsti(pns. This in(|uiry need not he undertaken by the stu- 
dent of finance as an original investigation, for the teachings 
(A {xditical plulos^qphy furnish all the necessary information 
for the unfolding of his {peculiar science. 

Current teachings res{A.‘Ctiiig the nature and function of 
the Slate {point to three fundamental and universally true 
priiicqples, which we ventufe to term fiscal axioms, each of 
which rests upon a fundamental and universally recognised 
characieristic of the State. 

(i) The Patrimony of the State must not he impaired . — 
This axiom rests upon the fact that the life of the State 
is conceived tQ be eternal. As a matter of Iiistory, states 
do conic to an end, — tliev are born, they grow, they decay, 
they die, — but no statesman would for a moment think it 
possible to present a policy adjusted to this fact, nor would 
the publicist: in discussing a. current (jUcstion accept the 
decay of the State as a controlling consideration. Even 
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historians when they describe the rise and fall of empires 
do so for the purpose of pointing out the cause of decay, 
in order that living states may avoid the errors ,of the 
past. This is the first ot the many instances which will pre- 
sent themselves as our study proceeds, in which the public 
and the private ])oint of viW are brought strongly into con- 
trast. An individual is obliged to recognise the fact of death 
and to adjust his affairs accordingly. To take an extreme 
case for illnstratioig (and one of more frequent occurrence in 
Eiiro})e than in this country), a man who has no one depend- 
ing upon him may convert his property into a Iife-::nnuitv ; 
that is to say, he may purchase with the total of his jiroperty 
a promise from tlie State, or from some responsible corpora- 
tion, of an animal payment during life. lie has no interest 
in the disposal of bis property after death, and exchanges it 
for an assured living while he may live, ddiis as a ])usiiu‘ss 
transaction is controlled by the thought tliat the peri(^d in 
which one’s patrimony may be enjoyed is limited, and. judged 
from the private point of view, is not necessarily liad financier- 
ing, StK'h considerations, however, cannot ])e entertained hy 
the piildic financier. Me is called upon to manage the prop- 
erty of the peojile whose interests ('udure i^i perjietiiitv. He 
must reasem from the point of view (.>f tin* Slate wliose exist- 
ence knows no limit; he is not. therefore, at lilierty to com- 
mute tile ]'):itriin(.)ny of the State into extraorrlinary income for 
a few \'e:irs, nor in any manner to dissipate pnlilic property. 
It is a fundamental jirinciple of con.stitutiorrd law that each 
legislature shall hand down to its sncce.s.sor all tlie riglits and 
powers and jurisdictions whicli it rtareived from its predeces- 
sor; so in matters of public fmance it is inciunhent that each 
succeeding administration sliall find as broad a field from 
which to su])p]y its needs and as fruitful a S(.)uree (u' siq^plv 
as tlie administration which jireeeded it. This staUauem is 
so reasonalile and springs so naturally from tlie conception 
that the State is a persmiality (d perpetual ]il(\ that il< mere 
statement must .secure for it universal recognition. Jt pro- 
vides the Science of Finance with the first of its fundamental 
or axiomatic truths, namely: A sound financial policy wijljioj 
inipair the p(ttri.iJiony of flic State, 

But what, it may lie asked, is tlie jiatrimony of the State 
|This depeiuis hpon the stage of development at which a peo- 
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pie have arrived and upon the relation whicli at any tirrie^ 
exists between political and industrial life, in feudal tiniest 
the patrimony of a State consisted primarily in the royal 
demesne, and the fiscal axiom under consideration led to 
the formi’ilation of many rules rcspectiiy^' the industries of 
agriculture, forestry, fisheries, and the like, designed to 
maintain the extractive industries in a flourishing con- 
dition. Tliese rules properly collated and classified, wliat- 
ever the name by which they may be known, formed the 
substance of the Science of Finance forMlie time to which 
tliey pertain. In (iennany they took tlie name of K^m^ral- 
wissmsdiaft and were in fact tlie historical forerunner of the 
later science. 

In modern times, and among jieoples who practise the law 
of private property and the theory of individual rights, the 
patrimony of the State consists in a flourishing condition of 
private imlnstries. Public revenue is not secured to any 
great extent from the ownership and direct management of 
productive pro|)erty, Init from taxes levied upon industries 
the property of citizens. I'he more llourishing tliesc in- 
dustries, tlie larger is the fund to wliieh the State mny afipeal 
for puldic revenue, and on this account it slicmld be the prime 
consideration of the financier that nothing 1)e done wliich will 
in any way tend to impair the efficiency of private industry. 
A sound policy of [)iil,)lic finance must rest upon a tliorougli 
knowledge of political economy. 

1'() illustrate yet farther what is meant by the patrimony 
of the State, it may be remarked that there a|)|.>ears to i>e at 
the jiresimt time a tendcficy toward the substitution of pn1)lic 
for ])rivate ownership in certain industries. In so far as this 
tendenev is realized. ])v modern governments it apjH'ars ilial 
tiu* patrimony of tlie vState consists in tlie productiveness ol 
the industries in question. Snp])Ose, for example, tlie railway, 
express, and telegraph industries to have been assumed by 
the Federal Government; or tlic service of sup[)lying gas, 
eledricity. w^ater, and rapid transit to liave been assumed ])y 
tlie immieipalities. The source of revenue in tlicse cases 
would be the profit secured hy tlie operation of such indus- 
tries, and these industries woukl then become a part of the 
patrimony of the State. It seems, then, that tliis word patri- 
mony, wliich the first fiscal axiom asserts will not be ini- 
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^paired by the financial policy, is not a thin" that is fixed, but 
ithat it changes vvitli the ideas of political' and iiidnstrial rights 
ientertained by tlie people. The axiom, however, remains al- 
ways the same, and by it the financier is precluded from enter- 
ing upon any line of policy which shall permancn'cly impair 
the sources of public revenue. 

(2) Political Restraints must be Established . — A second per- 
manent characteristic of the State is that the wState does 
not exist in and of itself, but for the purpose of perform- 
ing certain delegaied functions. It has a legal ratlier than 
a physical or a psychological existence. The important 
^gonclusion which follows from this statement is that public 
administration is not confined to the ordinary motives which 
give direction to business transactions. The State stands by 
itself, and, there being no possibility of comparison, it cares 
nothing for riches as such. The desire for |)rolit which con- 
trols all |)rivate transactions is foreign to its nature, and, con- 
sequently, in all tliat the State does it is superior to tlu' rules 
of ordinary capitalistic industry. The principle of competi- 
tion which guarantees a just price for most commodities has 
no play in public affairs. All State enteri)rises are, or at 
least they may be, strict monopolies, and there is on this ac- 
count no guarantee in tlie nature of the conditions imder 
which the services are rendered that the subjects of a State 
will be treated in a .spirit of fairness. That wliicli the indi- 
vidual desires in the cx])enditiire of bis incotne (and tliis desire 
is regarded as a fundametUal right aitiong commercial peo- 
ples) is, that be sliall i)ay no more for a service than its legiti- 
mate and necessary cost, no matten whetlier it be rendered 
by tlie Government or by a private person. Any cliarge in 
excess of cv>st is conceived to be extortionate. Now, the 
peculiar fact to wliich the above-mentioned characteristic of 
the State j^oiiUs is, that there can l)e no commercial guarantee 
of fair treatment in the relations Avhicli exist between the State 
and the citizen. It is essential, therefore, that other means 
])e devised for the control of those who are intrusted with the 
|exercise of public powers. The two princi])les known to 
Icivilized society by which the actions of men arc controlled, 
Iso far as tliese actions ]>ei'tain to the rendering of services, are 
|he competitive principle and the political principle. Besides 
Ihese two, there are no other means of controlling the actions 
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of men ; and if conditions are sncIi that die competitive^ 
principle cannot produce the desired results, reliance must' 
be placed upon the political principle. The fundamental or 
axioniatic truth to which these considerations lead lies wholly 
upon the* surface, and may be accepted as the second of the 
fiscal axioms which find tlieir rapt in the permanent charao 
teristics of the State. It is as follows: A sound fiscal system 

insure that all services 

rendered by the State shall he rendered at the least {possible cost, 

' Th of tins truth in direetjuf^ the development 

of the Science of Finance will be more clearly recognised 
when it is observed that tjicy State Js tj^ 

ercive ppwer.'^ It alone of all organizations or associations 
of men has the moral and legal right to use force in the attain- 
ment of its ends. It is of course essential for tlie welfare of 
society that the right of coercion sliould be lodged some- 
where, and that certain persons should be intrusted witli its 
exercise ; but there is great danger incident to tlie mere exist- 
ence and recognition of this right. The tyrannies which his- 
torians describe have commonly arisen from tlie fact that the 
grant of coercive power, which from its very nature inheres 
in government, is used by governors for personal ends. The 
form of this tyranny clianges with the successive fashions of 
society, but its character is always tlie satne, namely, the em- 
ployment of a public power in a personal manner. Now the 
Science of iMiiance assumes m.) priority as guardian of tlie 
liberties of the people ; but so far as tliese liberties are en- 
dangered by the constant encroachment of personal interest 
into public service, t]n;rc is no domain of administration in 
which provision may be made against such encroachments as 
easily or as effectively as in that whicli has to do witli the 
colletdion and the expenditure of public moneys. This entire 
subject will be more fully considered in connection with 
Eudgetary Legislation. Sufficient has lieen said liere to show 
that, because the State is naturally monopolistic and exclusive 
in all that it undertakes, and because it is the sole residence 
of coercive power, the principle of public financiering, which 
asserts that public service must be rendered at cost, and 
the axiom that political restraints must be established ia 


* Bastable, Public f inance^ p. 41. 
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order to realize this principle, are truths which lie at the basis 
of tlie Science of Finance. 

(3) The Political Organisation must be Recognised, — ;A third 
characteristic of the State is that the State is an historical 
product, and as such takes upoir" ilscTf" and 

p?dilfer'''forins. (jovernimuit is a permanent fact in human 
society, but the working theory which uiulerlies government 
is subject to constant change. It is not the same for diF 
ferent peoples at the same time nor for the same peoples at 
different times ; y^t at any stated period it rellects the social 
aspirations of the people, and conforms to the conception 
of individual rights and duties entertained, as also to 
the stage of development and condition of intelligence at 
which the peo])le have arrived. It is the recognition of this 
fact which leads one to appreciate the third of the fiscal 
axiom3 disclosed l)y an analysis of the characteristics of the 
State, which is as follows ; vf SKcccssfnl financial system K'ill 
‘ conform to the political idcas^^uhich for the time being control 
society, and adjust itself to the political sinicliire of the particular 
Society to jehicfi ip applies ^ 

• - a. This fnndainentai truth, it will be observed, is presented 
'-Ip two separate statements, and it may be well iti proceeding 

its illustration to treat the statements in the order of their 
-■jprespntation. I Us as^rted^ iu ...tUeJiFit, plpcc, dliat .a. financial 
system must conform to ‘the political ideas which for tlie time 
b'ern^ rontroi Kefereuce is here had to those broad, 

G^improTfeh^ individual and j)ublic rights which 

r underlie social relations. ILven a sn])erficial study of history 
shows that the Roman State, for example, was actuated by po- 
litical ideas essentially different from those of the wSwiss Fede- 
ration ; that the fundamental conception of class relations, 
of public duties, of individual privileges, and the like, were 
not tlie same for the two peoples; and that the government 
of the former must liavc been upon an entirely different pat- 
tern from tliat of tlie latter. Every society lias wdiat may lie 
termed its legal framework, which conditions alb forms of ac- 
tivity, both pu]:)lic and private. This framework is fouml in 
the laws, or in customs more enduring than laws, by wliicli 
the admitted rights of all persons, classes, or associations arc 
definitely stated. i\h)\v it is a truism to say that financial 
regulations, the aim of which is to secure revenue for the 
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support of the State, should conform to the political ideas ex- 
pressed in the constitution of society, for the financial system 
is in reality the fiscal expression of the social and political 
aspirations of the governing class. This may be clearly com - 
prehended \\ some of the more salient points of two or three 
financial systems which history disclbses are passed in review. 

Most of the ancient states were founded on con(|uest. and 
the most conspicuous feature of their society was its military 
organization. The theory of rights and of duties which in 
modern times is conceded to apply in the sahie manner to all 
men was commonly in ancient societies restricted to the re- 
lation of freemen to freemen. No rights, social, industrial, or 
fiscal, were conceived to exist for a vanquished peo])le as 
against the State. Revenue was largely in the form of tribute 
or arose from confiscation or booty. During tlie latter days 
of tlie Roman ihii])ire, it will be rememl)erc(h one half of tlie 
booty went to the army, the other half to the civil g'overn- 
nient. In Athens during the days of her power thrce-diftlis 
of the pul)!ic revenue arose from tribute/*' In the military 
organization of society the fiscal system will inevitably be 
military in character. 

I'ollowing the fall of the ancient states a new [)rinri[)le of 
association made its appearance, and society took upon itself 
the form of feudalism. It will be futile to attempt to charac- 
terize tlic political ideas of the Middle Ages by a single 
plirase; l)Ut the fact of importance for the purpose of our 
present illustration is tliat government was proprietary rather 
than military in its organization. In theory all landed pro- 
perty, (and landed property constituted the bulk of all ])roperty 
knowTi to the industries of the times), belonged to the king, 
who assigned it to Ids dependents in return for military ser- 
vice, who in their turn assigned it to tlieir de{)endenls in re- 
turn for labour. The king retained for royal use an amount 
necessary to meet the needs (d himself and household, and 
tlie feudal lords did the same in their respective manors. 
Th(‘y and tliei!? honseliolds represented the dc facto govern- 
ment, and performed all military and juridical service without 
making any regularly recurring demands upon the people. 
The State was chieily su])])Orted out of the earnings of the 


* Schonberg's Hinidbiich der poUtischen Oekonomie, PC H I. p. 14. 
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property of those who represented tlie State, contributions 
from the eaniityq-s of individuals being at first of the nature of 
special assessments to meet special emergencies. It was a 
source of income which the feudal principle assigned to the 
State, and not the right to demand a portion of tlie income of 
citizens. One is not a4 lil)crty to assume that under such 
conditions no system of finance could have been developed. 
Both analysis and history would deny such an assumption. 
It is, however, correct to say that a feudal system of finance 
rmist conform Vo the requirements of a proprietary govern- 
ment, and that the.se re({uirements are essentially different in 
their form, and in their tests of success, from those which 
pertain to a military society on the one hand or to a demo- 
cratic people on the other. 

The principle of association which in the course of history 
followed the decay of proprietary government is wliat may 
be termed the political principle. Its development goes along 
with philosophic democracy, constitutional government, and 
private property. The conception of the rights of individuals 
and of the place of government in society is wholly cliangcd 
from that which asserted itself in feudal times. Government 
is now conceived to be an agency to whicli certain definitelv 
prescribed functions are assigned, and, like any ageiiev, right- 
fully demands su])port adeciuate to the satisfactory perform- 
ance of its assigned functions. 

The dfief personage in this adjustment is the citizen, in 
whom ultimately all riglits rest, and for whom all privileges 
exist and all services are rendered. Private property is an 
essential part of this scheme of association, and it is to utter 
the most a])parent truism to say that the financial system of a 
people whose ambition it is to realize the principles of political 
association must adjust itself to the requirements of constitu- 
tional government and to the demands of private industry, 
'I'he finaneier is not at liberty to idealize his historical en- 
vironment, for by so doing he will fail to realize a workable 
system. In this fart the Science of Finance finds a canon of 
judgment by wliicli the propositions and plans of financiers 
or social reformers are to be tested. The first requisite of a 
financial system is to secure adequate funds for government, 
and to secure them in such a maimer as to be least burden- 
some to the people. In order to do this the demands made 
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by a financial system upon the citizens of the State must fit 
into the accepted system of political, social, and industrial 
rights, ^ 

b. The second part of the third financial axiom is thatl 
a financial s\Kstcm must adjust itself to the political structure of\ 
the particular society to ivhich it applies. For llic elucidation off 
this truth attention may be confined to the various forms of 
constitutional government which at the present time exist. 
All of these governments are endeavouring to realize the same 
general idea of political and social rights ; Muasmuch, how- 
ever, as they have come to this by various patlis, it is no 
occasion for sur})rise to discover marked differences in their 
constitutional structure. This being the case, it is the duty 
of tlie financier in any particular country to acquaint himself 
with the facts peculiar to his own State, and while much may 
be learned from a comparative study of various financial sys- 
tems, he will do well to confine his definite projiosals to meet 
the [leculiar conditions of his own liistoric environment. In 
all discussions of financial rules and principles it is essential 
diat this limitation of their ap])lication should lie recognised. 

The most pertinent comparison to which reference may be 
made for the purpose of illustration is found in the marked 
contrast which exists l)etween the fiscal systems of the (ler- 
man Empire and of the United States. l:>oth of these peoples 
are endeavouring to realize constitutional principles. Toth, 
also, so far as fe>rm is concerned, arc Confederated Unions ; 
yet so different is the history of these two peoples that little 
of a common character may be found in their respective 
financial systems. 

By referring to American history it will be remembered 
that prior to tlic Revolutionary War tlie thirteen colonies 
sustained no important political relations between themselves. 
Each colony was dependent upon the mother country, and it 
was not until a common menace arose that they came to 
recognise community of interests. This appreciation of a 
common dangyx was the beginning of a national life which 
succeeded eventually in expressing itself in a fairly strong 
centralized government. At the time the independence of the 
colonies was formally recognised, however, so great was the 
fear on the part of the new States lest their political impor- 
tance should be overshadowed by the central authority that 
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the government created to represent national interest was but 
a weak and halting aflfair. This was the government which 
rested u|)on the Articles of (Confederation, and, as is familiar 
to every student, it was not granted adequate autliority to 
protect the interests of the newly established hation. The 
particular difficulty encountered arose on account of the re- 
served right of the States to withhold financial aid. Accord- 
ing to the theory adopted, the finances of the Confederation 
rested entirely on requisitions upon the States; the central 
government being, in consecpience, deprived of any inde- 
pendent scnirce of revenue. A government without revenue 
can, of course, show neither independence nor strength ; and 
in the readjustnumt whicli took place on the occasion of the 
adoption of the present Constitution this weakness was over- 
come by granting to the central authority tin? exclusive use of 
customs duties as a source of revenue. With this exception, 
however, the States were left in undisttirl)e<l jiossession of all 
the sources of income which they had })reviously enjoyed. 
In this way it came about that the finances of the several 
States arc not only entirely independent of each other, l>ut 
are likewise independent of the ICMleral ( lovernment. The 
political theory to which tlie Constitution was adjusted recog- 
nised the States as the original sovereignties, and as still re- 
taining all sovereign powers wliich were not exjiressly granted 
to the Federal (joverhnient when it was estaldishetk There 
is, coiise(}Ucnlly, no o{)portunity for any credit and debit ac- 
count between the central government and the States, nor is 
it [)0ssible, except by means of agreement, to attain any har- 
mony in tile financial legislation o*- the Slates themselves. It 
is tlius observed that, on account of the peculiar history of the 
American people, the financial systems of their several govern- 
ments cannot easily become a uniform and harmonious 
whole; they are rather an aggregation of financial systems of 
sejiarate and independent sovereigns. 

In (jermany, on the other hand, different liistorical condi- 
tions have produced essentially different results. Here, as 
in the United States, the Imperial Covernment was created 
out of a union of independent States whose riglits and ditties 
as part of the Empire are definitely stated in a written Con- 
stitution. Under the peculiar historical conditions, however, 
at the time this union was effected, the jealousy existing be^ 
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tween the States did not pertain to questions of revenue, and, 
consequently, the financial adjustments were such as com- 
mended themselves to judgment rather than to prejudices and 
jealousies. Moreover, the preponderance of Prussia in the 
Confederation, whose king was declared to be the hereditary 
head of tlie Empire, rendered it safe* for the Imperial (jovern- 
ment to allow to tlie respective States certain financial rights 
which could not have been allowed had the States making up 
the ]uni)ire been etiual in poj)tilation and area. When, there- 
fore, it is learned that the financial systeni of tlie German 
lunpire is one which incorporates the theory of requisitions, 
which maintains a debit and credit account between the Im- 
perial Government and the States, and in which the officers 
who collect the Imperial revenue are State officers, one can 
easily appreciate how this adjustment is natural in view of the 
liistoric conditions under which tlie Constitution was formed. 

It is considerations of this sort which lead to the assertion tliat 
a financiaj systenqmusyjje j light of its relation to 

the past o? file nation^.to.^^ it jxpjgK A ‘1^ of" 

^hahcTar acinistlnent is always at last analv\sLs a constittttionai ■* 
question. 

Ks lanother illustration of the same thought, reference 
may be made to the ratio of local and centra! exfienditurc in 
tlie various governim*nts of the world. In the United States, 
for instance, sixty per cent of all jnililic ex])cnditures arc 
local or non-h'ederal expenditures, while the local expendi- 
tures of bVanee are less than tliirty per ceiil of the aggregate. 
No fact could more clearly indicate that tlie administrative 
structure of tlie former is c'ssentially different from that of tlie 
latter. Differences of tins sort are familiar to the student of 
comparative finances, and the more extensive his investiga- 
tions the more ])r()iioimeed will be the impression that the 
first duty of a fmaneier is to know his own people. The po- 
litical and social ideas of the time are for him given factors ; 
they are elements in tlie problem be undertakes to solve. It 
will not do for»tlic financier to fail in his appreciation of his- 
toric ])erspective, or to ignore the very narrow and limited 
margin of choice which at any particular time is presented to 
him. It is such considei-ations as these whieli lead one to 
assert that the third of the fiscal axioms which have been pre- 
sented cannot be safely disregarded : A financial system must 



GENERAL CONSIDERATIONS. 


conform to the political ideas zvliich for the time being control so- 
ciety, and adjust itself to the political structure of the particular 
society to zvliich it applies, « 

3. The Nature of Public Wants. — A consideration of the 
nature of the State has led to certain finidaniental tnitlis whicli 
financiers cannot disregarfl. The second step in the unfold- 
ing (}{ our study is to iiujuirc respecting tlKy p^^ture of jbg 
wants of tlie State,, to supply which is the aim of a financial 
SYStem. It is not necessary in discussing the Yvants of the 
State to enter ujton any abstruse or metaplivsical analysis. 
Tlie meaning of the jilirase lies wholly ipion the surface, and 
suggests itself at once when it is recognised that the State 
must alvva\'S be ri'presented on its formal side by a g'overn- 
ment, and that government stands forth in the person of the 
individuals wlio rejiresent it. Indeed, no error can arise 
should the Science of h'inance conceive of the State as a cor- 
poration intrusted witli the performance of certain delegated 
functions. It conies then to be a legal |)crsonality, the same 
in kind, thougli not in the nature of its powers nor in the 
motives wliich control its conduct, as any other corporation, 
and its wants arc of ([uitc the same sort as tliose of an ordinary 
business concern. I’y conforming to such an i<l(‘a our suti- 
ject takes upon itself that simplicity and clearness essential 
for just conclusions. Much of the profundity of thouglit 
which, many pr(,)fess to disc(.)ver in this science is in reality 
foggy thinking, and arises from tlie proneness of publicists to 
dally with metaphysical c(.)ncr*ptions. 

(i) Public Jl'ants Arc Reducible to a Dcuuuid for Money . — 
The wants of the State vary from tiine to time, but, confining 
our analysis to peoples familiar witli constituti(.)nal government 
and with tlie institution of jnivate proj)erty, they are. as al- 
ready remarked, the same in kind as those of a c(.)rporation 
intrusted with tlie management and devek)pment of an ex- 
tensive business, d'hat is to say, tl^^ State jiecils to own a 
certain quantity of land and to control a certain (pianiitAyySJ, 
l^qur py ser^ - -- 

Since the principle of feudalism gave place to the principle 
of representative government, the amount of land which must 
be placed at the disposal of the State has greatly decreased, 
It is only necessary that the State should own, or directly 
control, a sufficient amount of land to serve as standing 
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ground (or the performance of its delegated functions. The 
land owned by modern governments is used chiefly for such 
].)iirposcs building sites, forts, navy-yards, public parks, 
and the like; wherever an exception to this rule appears, it 
may be regarded as evidence that some of the old feudal forms 
are yet maintained, or that society i'^ adjusting itself to the 
ideal of socialism, bather of these conditions is out of liar- 
monv with what has been characterized as the political prin- 
ciple of association. 

Not only is the amount of laud rcquired’by the modern 
>[‘d{Q limited to what it can directly use for governmental 
purposes, but in Staniring this land the government resorts to 
no unusual method of |)roc‘edure. It buys its land in o|)en 
market, in the same manner as a ])rivate person. It is true that 
in tlie theory of hjiglisli law tlie title of all land is held from 
the State, and that the State can exercise in its own interest 
tlie right of eminent domain ; ])nt an industrial corporation 
rtlso ma) seeiirc for itself the exercise of tliat right if ir 
can show that the land is to kx:: usc<l h.)r a })ul)lic jinr- 
].: )se. It thus ap]H‘ars that reducible 

to a demand for money. TauuT’ itself lias caktsetlT'o 'be a dis* 
tiiietive cTement in tlie fmancial policy of tlie State, a fact 
whicli u’ill lie more clearly seen wlien, in a subsequent ])art of 
tins stud), tlie pohh'ies of modern gov\'rnments respecting 
public thniiain are considered. 

The second requirement of the State is control over labour 
or service. Tlie State stands forth in the person rd pulilic 
oiheers or emtiloyes who, giving their time to the iniblie ser- 
vice. Tinist be snp])orted ae tlie public charge. Here, as in 
the case of land, political government is in liold contrast with 
l)ro])rietary government. In tlie feudal system public services 
were rendered by tlie governing classes witlioiit specific pay- 
ment for definite service, d'lie theory seemed to be that a 
definite amount of tiropcrty was set aside for the use of those 
rendering governmental or social service. At present, how- 
e\'er. the greater jiortion of jirofluetive property having been 
assigned as the property of imlividuals, and being used as 
the source of jiersotial profit, the Slate is oliliged to pay for 
the labour of those who render public service in the same 
manner as a private corporation. This means that the second 
great want of the State, namclv, the want of service and 

-• '‘■KLfc. . .-X . 
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labour, is for the most part reducible to a demand for 
money, 

' ■"(2) Consideration of Gratuitous Service . — While it is true 
that money payment for public service is the general practice 
among modern governments, the exceptions to this rule are 
sufficiently numerous and important to deserve special con- 
sideration. The relative merits of gratuitous and coerced 
services on the one hand and of paid service on the other may 
yet be regarded as an open question, so far as a few classes 
of public duties are concerned. As an illustration of gratui- 
tous service mention may be made of the custom, so common 
among the smaller cities of the United States, of attaching 
no salary to the office of mayor. Regents of State univer- 
sities, trustees of asylums, boards of visitors of pul.)lic insti- 
tutions, and in general all who render public services of an 
analogous nature, place their time and skill at the dis])osal of 
the State without pecuniary compensation. Sometimes this 
so-called gratuitous service is in reality a coerced service, as 
for example in those cantons of Switzerland where citizens are 
obliged by law to accept office, for at least one term, if elected 
thereto. Yet another illustration of gratuitous service is 
found in the English custom of withholding salary from mem- 
bers of Parliament. 

The motives wliich induce men to serve the public without 
pay are various. In some cases it is the lionour or social dis- 
tinction attached to the. office, or the satisfaction of one's 
ethical instincts. It is possible also that incidental benefits 
accrue to tlie holder of office, such as tlie expectatioTi of po- 
litical preferment or the control of^government machinery for 
personal or class ends. But wliatever tlie motive may be, 
provided an exception ))e made for boards of management of 
serni-philanthropic institutions, it is believed that gi^tmtous 
service is ipi^pu^istent with either efficient government gr. the 
2no.st equable administration of pu]) 1 ic affairs. The reasons 
for this opinion are four, and as follows : 

. First. The niouhxs^whicli m to render gratuitous 

J service are not constant and persistent, and consequently rc- 
; Ilance cannot ]:)e placed upon them for the most efficient pubr 
?fic service. Patriutism, under the impulse of strong excite- 
fiient, is capable of effecting prodigious results, but it is apt 
to die away with the occasion which brought it forth. While, 
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therefore, it may be wise in times of exig^ency to appeal to 
tills motive for securing service, it cannot be accepted as a 
basis for rendering continued service. A sense of honour and 
a desire for social recognition are more reliable as main- 
springs of conduct than patriotism, but even these are not 
able to endure a long-continued str,ain. They gcnendly come 
to men late in life, and their force weakens with the possCvS- 
sion of the honours sought. Honour and social distinction, 
like patriotism, are limited to a comparatively narrow range 
of services. It may be conceded that ambition is more per- 
sistent than the desire for social distinction, but a considera- 
tion of tlie manner in which it works shows that it exercises 
greater power in the securing of an office tlum in the per- 
formance of the duties of tlie office when secured. For this 
reason it cannot be accepted as an adequate ])asis of govern- 
mental service. The only constant and persistent motive, the 
only motive which works all the days of the week and is (.)f 
about tlie same strengtli throughout tlie years, is tlie purely 
economic motive; tliat is to say, the desire for income. An 
analysis of niotivos surely warrants the conclusion tliat the 
demand of tlie State for service may, with fewv exceptions, be 
reduced to a money demand. 

Second. It is essential in a good scheme of government 
that a [uiblic officer sliould lie field to..strict responsibility for 
the manner in wliicli lie pgrfoxms the function of his office, 
and tl'iis it is impossible to do if lie renders gratuitous service 
to the public. He will not feel that there is anvtliing jjersDii- 
atly at stake in tlie manner in which he performs public duties, 
nor will the {luldic be ve/y stringent and exarting in its de- 
mands upon liim. [f, however, an officer be paid for his ser- 
vice so that he relies upon it for an income, the work which 
he performs a])pcal.s to him in the same manner as that of tlic 
physician, the merchant, or the mechanic'; and the public also 
regards itself at lilierty to hold the incumbent of an office to 
a high grade of dlicicncy. This second argument against 
gratuitous service may be summed up in the adage: The 
more business and less courtesy in public affairs, the j^etter 
tlie gpyerninenp 

'riiird. A third consideration against gratuitous ser\ ice is 
found in the fact that sucli service can never be a trained 
service. In so far as public service is rendered wa’thout pay. 
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it must be rendered by men who have already secured a com- 
petency. This means that the majority of public servants 
must be men of advanced years, and men wlio have spent the 
period of life commonly devoted to education in making 
preparation for work entirely different from tliai dei ianded 
by the State. Gratuitous •service, therefore, means that the 
government must educate its officers after it has taken them 
into its employ, which is not only expensive in itself, but must 
lead to an inferior grade of service. From this it appears 
that tlie so-called gratuitous service may in tlic end prove to 
be a very ex])ensivc service. In applying this argument, liow- 
ever, one should hold in mind the administrative rather than 
the legislative functions of government. 

Fourth. The final tliought against gratuitous service per- 
tains primarily to legislative functions, and springs from the 
fact that, bv^ excluding from the service of the. State all, \y]K> 
have not actpiired a conipetency, the danger is incurred of 
plaahg the niach] .,pL i^Q^Ycrnmcitt at the, .disposal of th.a, 

weaTtfiV classes. Tins suggests the principal argument for 
.The pTiyineht ol niemliers of I'arliament in England. It is 
claimed lliat failure to make pecuniary com])cnsation for the 
services of legislators excludes the labour interest from any 
representation in the law-making body, since they wIio clearly 
understand that interest cannot afford to give tlieir time to 
legislative [unctions. S].‘caking generally, though tliere are 
of course many exceptions to this rule, one who is anxi' )us to 
serve the public gratuitously in any important place of honour 
and trust comes justly tinder the suspicion of desiring tlic oihce 
for personal ends. From all these, considerations it might 
easily come about that graliiitous service would he gratuitous 
in name only. The rule that public service sliould Ije a paid 
service admits of few exceptions. 

('3) Considcnitlon of Coerced SerTdee . — So far as coerced, 
service is (ainccrned, there is a pretty well-defined practice 
Tamong modern peoples. The existence of the State is con- 
I ceived to be of more worth than any of the personal rights 
hof citizens, and, provided political necessities warrant extreme 
fmeasures, tlie State is at liberty to exercise its power of co- 
|ercion, even to the extent of demanding that a subject 
|place his life in jeopardy for the life of the State; and it 
depends entirely upon the military policy whether reliance is 
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])lace(l upon a volunteer service with the reserved right of 
draft in case of emergency, or whether a labour tax is im- 
posed upon a people for the support of a permanent standing 
army. In either case, however, no invidious discrimination is 
allowed as between citizens. The coercion of military service 
must be according to some general daw. 

Germany presents a good illustration of a military or- 
ganization based upon llie exercise of coercive power. All 
male citizens, with some few exceptions which need not here 
be mentioned, are obliged to serve three yeaTs in the standing 
army and to remain for twelve years longer as a part of the 
army reserve. That is to say, Germany imi)Oses a special 
labour tax for the purpose of procuring military service, and 
consequently is exempt from the necessity of imposing as 
large a money tax for tlie support of the army as would 
otherwise be the case. The merit of this system, regarded 
from a finamual |)oint of view, depends very largely upon the 
relative burdens of a l,'d)Our tax on tlie one hand and a money 
tax on the other, as well as upon the incidental benefits wliich 
ac'cnie from tlic two jilans of military (.jrganization. 

The other sy stem of procuring military service is through 
money payments to volunteers. This system is hdlowcil 
notaldy by Kngland and the United States. In ordinary 
times those who enter the army do so becaiisi' they find here 
a profession or calling which is suitable to tlieir tastes, fn 
the United l^tates, where the volunteer system is applied most 
extremely, a rnilitar}' emergency is met tlirongii an ap[K'al to 
patriotism or bv the use of the draft, ft is true tliar all en- 
listed men are |)laecd upoi^the pay-rolls of the army, Init, with, 
the exception of those who arc induced enlist in tinie^ (d 
peace, tliis pay eaiinot be regarded as a fair comi'iensatioii for 
the service rendered. Those who enlist tlirough patriotism 
art* rendering a partially gratuitous service to tlie !^tate, wliile 
the service of drafted men is a coerced service. Jt seems, 
ilu'u, so far as military organization is concerned, that the 
State is ol.)liged to rely more or less upon its sovereign power 
of coercion. From an economic ])oint of view there is little 
question that the lalioiir tax. as practised by Germany, rests 
more heavily upon the industrios of the people than a cor- 
responding money tax. It is equally certain that the con- 
siderations of military efficiency would lead to an acceptance 
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of the German system. The extent, therefore, to wliich it is 
wise for a people to rely upon an exercise of coercive power 
in the maintenance of its military system depencls upon the 
relative importance of industrial and military excellence, and 
this in its turn is very largely a matter of geographical situa- 
tion and political conditions. 

The conclusion to which this consideration leads is, that 
military service presents something of an exception to tlie 
rule that tlie demand for labour by the vState is reducible to a 
money demand. 

Another illustration of coerced service is found in the prac- 
tice followed by many States of calling; upon indivTluals to 
devote a certain number of days to work on the ])ublic high- 
ways. This is called the “ road tax,” and is. in form at least, 
a labour tax, altliough it may be commuted into a money 
payment. Icxperience sliows tins procedure to work !)a(.lly in 
every way. No systematic imj)rov(m]ents are possil)Ie tinder 
it, since each man insists on paying his tax to the public 
b\' working iijx.m the roads adjacent to his own pro])erly, and, 
like all comnmnity work, it is rendered withrmt care and with- 
out responsil)ility. I'or working out the tax tliosc' days 
are selected whieh cannot be used for any oilier jinrjiose, and 
the nniforin!}' bad comlition. of the country roads in many 
[)arts of the l/ihted .States is an evidem'e of the inadctjuacy 
of coerced service in the maintenance of highways. 

A tliird illustration of coerced service is found in the jury 
.system as practised in the United States. A small ])cr-'dicm 
payment, it is true, is allowed to jurors, lint tlie nniversal 
desire to es(’a])c this service shows U he payment to be no iii- 
dneenicnt. I'rom tlie nature of the case, however, it is essen- 
tied that courts should lie granted the lilierty of enforcing this 
service, since it would be impossible otherwise to carrv on 
the jury system. 

In conclusion, it may lie said that, with the few exceptions 
named, and others allied to these in principle, the demand of 
a State for labour or scrvic'e is, like the deman.d for land, re- 
ducible to a money demaml; and our investigation mrr\^ jiro- 
ceed on the assumption that what tlie State wants for the 
satisfactory performance of its duties is control over an 
adequate money supply. 
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4. General Divisions of the Science of Finance. — It re- 
mains for us to consider in tliis introductory chapter the 
nature and scope of the specific class of questions wliich claim 
the attention of the Science of Finance. As was remarked in 
connection whtli the definition of this science, all (jucstioiis 
which find proper place in finance pertain either to tlie deter- 
niination of the legitimate and necessary fiscal wants of a 
State, or to the manner in which those wants may he the 
most economically and justly supplied. Our science divides 
Vitself into two parts, along the lines thus maMced out. ikart I 
concerns itself with Principles of Financial Legislation and 
Administration, and will be treated under tlie two heads of 
Public lixpenditures, and Budgets and Financial Organiza- 
tion. 

Under Part II will be found an analysis of the Source of 
l^ublic Revenue, wliich leads to a separate consideration of 
Puldic IVoperty, Taxation, and Public Credit. 

A study of the source of i)ublic revenue comes naturally 
into the Science of I'inancc. Indeed, most English writers 
have contented themselves witli a consideration of this ])art 
of the subject, and have commonly entitled their treatises 
Taxation,'^ Taxafion and the Ptmding Systentyj and tlic like. 
It may l)e a little more difficult to perceive with clear- 
ness the steps by whicli the theories of expenditure, the con- 
siderations of budgets and budgetary legislation, and the rules 
and princi|)les of financial organization are brought into the 
domain of this science; or, if the mind easily admits a con- 
sideration of tliese questions, the limit to whicli they may be 
properly carried is not so rwasily deterinined. For this reason 
it may he well to explain somewhat in detail these lines of in- 
vestigation and the manner in which they are introduced, 

A slight knowledge of public affairs makes it evident that 
a person or a party intrusted with the exercise of govern- 
mental power is subjected to certain peculiar temptations that 
present themselves in connection with financial administra- 
tion. There is, in the first place, great danger that the, 
government will demand money for the purpose of perform-j 
ing services which may be performed better and more cheaply| 
by individuals. Such a demand would result in an unwar'l 


* Peto. 


f McCulloch. 
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I ranted increase of public revenue. Closely allied with this is 
the danger that excessive demands for money may be made by 
I government for ])urposes which are approved. T{,ns is no 
evijfehce of corruption on the part of legislators, nor does it 
;.fmply that they intentionally make excessive demands. It 
is evidence rather of care'iessne.ss, or of ignorance of the con- 
secjucnccs bound up in a given vote. It is an inevitable result 
of- the transaction of business !)y a large l)ody of men. The 
'remedy open to the citizen against wrongs of this class, ex- 
cept in case of cbnstitutional or legal provisions which limit 
the amount of taxation, is tlie political remedy. He is at 
liberty to cast his vote against the party representing the 
government guilty of an undue demand for monev, and, in 
order that he may exercise this political remedy vviselv, 
it is essential that the general principles of public expendi- 
ture shottid be clearly understood. How far is a govern- 
ment justified in encroaching upon the income of citizens for 
the purpose of tlie pul)lic service ? What relation has pub- 
"lic expenditure to the stage at whidi a people have arrived 
in their social, political, and industrial development ? Arc 
diere any fundamental principles of ox|:)enditure whicli may 
be used as canons of judgment ? What in genera! arc the 
facts of public expenditure ? What have l.)ren the move- 
ments in the |>ast and what are the tendencies at present ? 
1'hese and other ([uestions of like sort must receive considera- 
tion before one can judge correctly \vliat proportion of the 
actual income of a nation may be legitimately demanded by 
the government. It seems, tlierefore, that l)ecause of the 
temptation to over-expenditure on*>the part of the gDvernme'.U 

— which history declares to be an ever-present temptation,- 

and since the only method of guarding against undue deniand 
for revenue lies in an enlightened public sentiment, an 
analysis of T’ublic Expenditure finds easily and naturally a 
place in the Science of Finance. 

I There is also danger that the methods adopted for raising 
; the necessary funds will not he in harmony with the demands 
Lof sound economy, and that the revenue system will in consc- 
■.fl[uenec disturb orderly industrial development of the na- 
The fiscal axiom woidd in this manner he dis- 

regarded, for sucli a revenue svstern would tend to impair 
■the patrimony of the State. I'he dangers Iiere brouglit to 
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view are such as are incident in the passage of money bills. 
They cannot be controlled to any great extent by statutory 
cnactmejit. Much, however, can be done to avert the dan- 
gers thus brought to light if the legislative body, before taking 
up any specific question of expenditure, lay down sucli rules 
of parliamentary procedure as will insure ade(]uate study of all 
financial measures and render ignorance on the part of any 
legislator respecting the consequences which follow upon his 
vote a political crime. In this manner the danger of ill- 
advised financial legislation will be lessencdi^ A consideration 
of such parliamentary rules constitutes that chapter in the 
Science of P'inance which passes under the name of Budgets, 
and the propriety of including budgetary legislation in this 
study is thus rendered apparent. 

The third danger to which the public is exposed in connec- 
tion vvitli financial administration is found in the fact that 
money properly gpprppciate(I may be lavishly expended. No 
nieiitToh ’heed be made of the fcniplatTon pre- 

sented to men in control of large expenditures, nor of the - 
fact that the accounting departments of government must 
provide means of detecting such an offence. As in the case* 
of ap])ro[)riations, the chief danger lies in the carelessness 
of puldic servants, and in the desire of nicn intrusted with 
office to magnify their personal importance by increasing 
the anii)unt of money placed at their disposal. It is the ' 
weaknesses of officials rather than their criminal inclina- 
tions that result in lavish ex])en(iitnres, and it should be 
tlie aim of a well-organized finaiu'ial administration to pro- 
vide for tlio sure exposure and quick pimishment of an in- 
judicious or careless use of public funds. In no other manner 
can the fundamental requisite of a sound financial system be 
realized, namely, that a service rendered by government 
sluniid be rendered at cost. 

From the foregoing analysis we arrive at the following 
conclusions : 

A theory pf Public Expenditures finds place in the Science 
of Finance because of the danger to which the public is ex- 
posed that the administration will make excessive and un- 
necessary demands upon the incomes of citizens. 

Budgets and Budgetary Legislation are included in this 
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investigation, because established parliamentary methods are 
essential to an intelligent vote upon financial questions. 

A consideration of Financial Organization is necessary to 
a comprehensive investigation into public finances because 
established rules of procedure and an appropriate'’ administra- 
tive organization are necfssary for the successful execution 
of fiscal laws. In a comprehensive treatise this might pro- 
perly be made the subject of an inde|)endent investigation ; in 
this essay, however, it is presented as the concluding nhapter 
of budgets and budgetary legislation. 

Part I of this treatise is divided into two books; 

I. Theory of Public Expenditures. 

II. Budgets and Budgetary Legislatioa 



PART !, 

PUBLIC EXPENDITURES. 

BOOK I 

THE THEORY OF PUBLIG EXPENDITURES. 
CHAPTER I. 

CONCERNING THE NATURE OF PUBLIC EXPENDITURES. 

The Point op View from which Public Expenditures should be 
, ; • pREGARDKl). 

(l) The Individual Point of View, 

, (2) The Collective Point of View. 

'The Appropriate Method ok Investigation, 

The purpose of a study of public expenditures is to dis- 
cover the meaning of expenditures through the agency of the 
1® tlie pcoplt\ and in this manner to arrive 
at tlidse g^ ;^vhich control governmental appro- 

pnations^ Some of tlie considerations which present them- 
selves in this connection have been recognised by writers 
u])on finance in their treatment of the just limits of taxation, 
but tliere arc many reasons why the class of questions which 
lie in controversy may be more advantageously approached 
from tlie side of appropriations than from that of taxation. 

Tlie general principles disclosed by a study of public ex- 
penditures cannot be formulated into definite rules of adminis- 
tration ; this, however, is no reason for regarding them as un- 
important, since they will prove to be of assistance in defining 
the several points of view from whicli appropriations may be 
considered, and in this manner lead to an adjustment of the 
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nation's finances in harmony with the political aims and social 
theories accepted by a people. This remark seems neces- 
sary in order to curb somewhat the expectation of the student 
that the conclusions of this investigation into public expendi- 
tures will be of a very definite or explicit character. For the 
purpose of guarding ag^ainst an ill-advised use of public 
moneys, whether in the form of extravagant a])propriations 
or of ecjually extravagant parsimony, reliance must be placed 
upon what has been tertned the political remedies for public 
abuses, and, as has been already remarked, it is essential to 
tlie efficient working of this remedy that the people be in- 
formed upon all matters pertaining to the use of public 
moneys. I'he analysis that follows may be regarded as a 
contrilmtion to the formation of an efficient public opinion. 

5* The Point of View from which Public Expenditures 
should be Regarded. — 1die question which arises at the 
threshold of tliis investigation pertains to the point of view from 
which public expenditures are to be regarded. Shall the experi- 
ence of the individual in tlic expenditure of his private income 
be accepted as pertinent in considcriug the fiscal ojicrations of 
the State, or docs the nature of the State differ so radically from 
Jhe nature of the individual that considerations which mav pro- 
perly influence the one are necessarily foreign to the interests 
" of the other ? Upon this point there d(X‘S not seem to exist any 
harmony of opinion among writers on finance. Tlie tendency 
at the present time is to emphasize the ditTerences Vhich exTst^ 
Ixtween individuals and the State, and to assert that the ex- 
perience of the individual is of little use when the broader 
'quostioirs of public economy are under consideration. While 
agreeing suljstantially with this point of view, so far at least 
as to recognize that much the larger number of practical (jues- 
tions in jiublic expenditure rest for their j)roper understanding 
upon the fact that the State represents a collective and |)er- 

rnangnt rather than ,a personaLand terminable. interest, it is 

readily admitted that the arguments vvliich naturally spring 
from it may be applied with such rigour as to lead to de- 
cidedly erroneous results. Although the State in its fiscal 
operations must follow rules imposed by its own nature, 
this should not blind one to the fact that the government 
docs not exist in and for itself. Questions of public expendi- 
ture are not to be judged independently, but rather in the 
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light of the relation which public activity holds to private 
activity. So important is this consideration for a proper un- 
derstanding of the subject that we may |)ause for its more 
perfect elucidation. 

(i) The individual Point of Viezv . — The most common as 
well as the most crude form of presanting the thought that the 
financier has little or nothing to learn from a study of domes- 
tic expenditures is found in the statement that the individual | 
adjusts expenditures to income, while the State adjusts in- j 
come to expenditures. In a sense this is Hrue, but the im- ^ 
pression which it leaves is hardly tenable. It is true that J 
tlie Stale, being a corporate personality, has no pecuniary 
needs except such as are required for the performance of its 
delegated functions. It is true also that in order to perform 
the services assigned the government must be placed in pos- 
session of a definite amount of income. But it must not be,, 
forgotten that the gcru^ral^ of the people, from which 

the income of the State in large measure arises, should as a , 
matter of right and does as a matter ..Qf iact. e^'ert^^a 
influence upon the extent and character of the functions which 
the State may undertake^ The government of a wealthy peo- 
ple may very properly enter upon services calling for in- 
creased revenue which would not l)e defensible in the case of 
a poorer people. It thus appears that for public expenditure 
as well as for private expenditure there does lie back of the 
question of the amount that may be economically assigned 
the conception of a fund of wealth out of which payment must 
be made. Public appropriations are limited by the relation? 
which they hold to the amount of wealth at the disposal of the j 
people, or, to express this in another way, to the productive! 
capacity of a nation’s industry, including public as well as| 

private industry. It ratlier^ tliam.,th^j| 

govennnental necessities which must be accepted as a start-^\ 

public, expenditures. 

This general thought is expressed in another way, and 
mnch more profoundly, by Stein. After some general ob- 
servations of the relation of public finance to public economy, 
he proceeds to criticise the statement that the ruling con- 
sideration in the wScicnce of Finance is that tlie fiscal de- 
mands of the Government should be complied with without 
question ; or, to employ the author’s German phraseology, 
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that the ruling principle in the Science of Finance is the 
covering of tlie wants of the State. This assertion, he 
ianinns, is not true. “ The iniling princip^^^^^ 

[in covering the needs .of the ...Shite,. a.,, due^ -.pxopoxti^n 

he maintained as compared witli the^ pro.pQrtm^^^^^ cover- 
|rng"of thosd *rep resen ted by tlie State. P.uhlic 

|ccqnonn^ (Siaafjh^usl^^^^^ of social econom}', — one 

|of the iniportai^ true, l)Ut. iieYertlieless^a branch,, 

There is no sovereign principle in the Science of Finance 
separate from the^'general principles of Political F>conomy and 
Social Science respecting the proportionate covering of go- 
vernmental and non-governmental, collective and individual, 
necessitit‘s. 11ie financier who appreciates only public needs 
will undoubtedly declare them to l)c sovereign. Tn this he 
proceeds no less from the atomic and anti-social point of view 
than the burgher who, under all conditions, aims to limit the 
State to the crumbs left over from the domestic l)ii(lget. Con- 
sidered l)y itself, the starvation of ])rivatc or ncm-govern- 
meiUal needs througli a glutt('>nous f)iiblic economy is as 
strictly forbidden as the spoliation and disintt'gration of the 
State through a i)arsimonious egotism. . . . Ncitlier public 
nor private economy presents, of itself, a final end. To pam- 
per the one and starve the other, to over-nourisli the one and 
stunt tlie other, apfiears, upon its face, wdthout warrant, since 
an effective State and a strong peo|)le are alike essential 
elements in national life. F)Oth public and private needs are 
integral parts of a common necessity, and the one as well as 
the other must finally be determined according to their rela- 
tive importance for the maintenance and development of so- 
ciety as a whole. . . . To provide, for public necessities 
as well as for private wants, in the ratio of their relative 
economic importance, is the manifest, self-apparent demand 
which the theory of finance that liolds itself witliin the 
circle of economic vi.sion asserts as its own, and which may 
be sucessfiilly opposed to the parsimonious citizens as well 
as to the spendthrift State.'’ 

From the reasoning of the above paragraph, quoted freely 
from Stein's great work on Finance, and this treatise grants 
it most hearty approval, it appears 1 1 1 a t the n g of v[ew from 

of de indiyidiiaL nax . coF, 
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lectiye life of the The starting-point is the 

disposal of the nation ; th(^ ol)jective 
point is the highest development of both individual and na- 
tional life; the grol)lein is to so balance the assignment of 
expenditures between the many various forms of consumption 
tliat the life of the people shall be nourished and the organs 
of the nation developed, at the^point wdiere nourishment and 
devel<>])nicnt are most needed. The, idea,! is that of a vigor- 
ous, well-rounded, uniformly do velopeTl"' social organism, and; 
•provided the student can image to himself tlit- unity of social 
interests, a decided advantage may be gained by applying to 
public expenditures the experience of the individual with a 
limitc'l iiicome. 

It thus appears that so long as disenssion is confineil to 
the fundamental eoiidilions which detennine the aggregate 
of money rightfully placed at the dis|)osal of government, 
more assistance may be derived from a consideration of the 
points in which j)rivate and puldic expenditures are alike Ilian 
c>f the points in which they differ. With regard also to the 
balancing of the amount to be expended between the various 
lines of service entered upon by the State, the ex])ericnce 
gained in tlie management of the domestic lindget may lie of 
decided atlvanlage in the consideration of public finances.'^ 
As a larger percentage of the income of the poor man is ex- 
jiended on tlie necessaries of life than on the comforts or luxu- 
ries, so a poor State will be called upon to make larger rela- 
tive expenditures ' for the primary governmental functions 
Ilian for those which come at a later stage of its development. 
The same considerations, tlxTcfOro, which lead the economist 
to inclnde an analysis and classification of private wants in 
his study of the tlicory of consumption require the financier 
to assign an important })Iace to the analysis and classification 
of the activities of the State in his theory of public exjiendi- 
tnres. It is not too much to say that the rule adopted for 
determinjjig,.pubHc,.^ expression of 

* This point of view is fairly well supported by Bastahle. who says: 
“Without pressing the resemblance too far as is sonunlnies done, we 
may accept the evident fact that the State organization has certain points 
of view in analogy with the arrangements of the individual, and that in 
regard to economic action the comparison is particularly close.” Public 
Finance ^ 2d cd., p. 37. 
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the sociologic theory of the development of goyerijmental 
functions. 

Collective Point of FiCiV . — One cannot^ proceed 
very far, however, in the study of the financial side of public 
administration without observing certain marked differences 
between public and private financiering. Thus, in tjie^, first 
place, if m?iy Ixf hoted^^ t the individual or corporation 
whose primary aim is to reap a profit from an investment will 
be debarred from many lines of ex])cnditure which a govern- 
ment may properly enter upon. Tyyaxea^Qns. may be men- 
tioned in explanation of this fact 

. Qj Fiy^ t. It is necessary for an individual to consider an in- 
lyestrnent as more or less temporary in character. His ex- 
[pectatioh of life is readily calculated, and on this account he 
I is debarred from contemplating investments that run in per- 
^petuity. Tlie State, on the other hand, as lias already been 
|p(.)inted out, enjoys tlie expectation of perpetual existence, 
and consecjtiently is at liberty to judge of an investment from 
this point of view. In tlie matter of education, for exam])Ie, 
tlie Slate may with propriety consider tlie ultimate and final 
effect of expenditures, not confining itself to the immediate 
demands for instruction measured by what the people would 
be willing to pay for if education were a i)rivate affair. To 
say nothing of tlic necessity of general intelligence for tlie 
realization of jiopular government, or because of its liearing 
upon the cliaracter of society, it must lie regarded as a sound 
investment for tlie State to undertake the maintenance of tlie 
most advanccfl education, even going so far as to provide sup- 
port for scientific research of all jMirts and for art education ; 
for it is certain that every true discovery and every talent 
developed will sooner or later find their place in the economy 
of industry and react upon tlie life and aims of tlie peojile. 
Such a view is, from tlie nature of the case, foreign to tlie in- 
dividual who, conscious that life is fleeting, is constrained to 
judge of every investment on the basis of proximate rather 
than ultimate results. 

Seeg-ud.,., yXjxilMlixiduiil of pro yid i ng 

for a cjujck ry.t urn .upon h order that he may 

maintain the credit of the enterprise in which he is engaged; 

credit does not rest entirely upon the 
fact that money appropriated comes to be the source of defi- 
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nite income, may be rig-htly influenced by considerations of 
ultimate rather tliah inuhediate gain. It cannot Be expected, 
{or exainj)Ier that an nulividuar will develop a system o{ 
forestry, since the investment must continue for at least thirty 
years before it begins to return a profit, and this is a longer 
period of waiting than an individiud cares to contemplate. 
It is true that a certain amount of value would accrue each 
year on account of the growth of the forest, but since the s} s- 
tem of bank discounts has not yet sufficiently developed to 
enable this increment to be transformed easily into an annual 
income, forestry is not attractive to the ordinary investor. 
The State, liowevcr, to whom thirty years is but a period in 
tliought, would be justified in investing large sums in forestry, 
provided the grow'ing of trees is itself of pul)lic advantage and 
tile ultimate outcome of the investment rcasonaldy sure. Its 
^credit during the period in which the investment is un])rodtu> 
live rests upon its ])Ower of securing revenue by taxes, and 
the government is, conseijuently, al)le to secure capital f(W the 
estai)lishmeiit of forestry at the lowest possilile rate of interest. 
Many other cases might be cited to make clear the dirferenees 
which exist between [iiildic and private investments on ac- 
count of the fact that tlic vSiatc, unlike tlie individual, enjoys 
a per|)etual lease of life. These two, however, education and 
foresirv, are adequate to make clear the juinciph' laid down. 

It should be noted in the second place, as indicating a 
fuitluT difference between public and private exiiciiditures, 
that a (lilTerent interpretation is given to the phrase“ profit- 
able investment by tlm indjyii]^^ the State. Tn the) 

judgmenf oTthe in(t!yi<lual a.qirofitable investment is one thatj 
gives rise to money profit. The income aeeuimt must sliow aj 
surplus. The "stocks must secure dividends, the bonds licar 
iMtCTest, and both dividciuls and imerest must arise from the 
earnings uf the business created liy the investment. d1ie| 
Ihe otlicr hand, regards an expenditure as j)ro(liu>| 
five wliich results in the ^'™tion^of 

nuliistnai 

b‘n^rise. Althoiigli the profit arising from sucli an exjiendii 
hire accrues directly to the individual, the expenditure is justi- 
fied if the industries of the country are thereby raised to a 
higher grade of technic, or if labour is rendered more pro- 
ductive in conseejuetu'e. he .'^tate exists for its citizens, and 
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its chief service is to provide conditions under whicli the 
activities of citizens may prosper. Ihit the wState receives 
also pecuniary advantages from such investments, for, al- 
thougii tlie increment of ])rofit appears in the fir^t instance 
upon the income account of private industries, the (iovern- 
ment enjoys, as the res^.ilt of its investment, a larger source 
of revenue througli taxes than would otherwise he the case. 

Therr* are many illustrations of expenditures which, while 
unproductive Avhen regarded from the point of view of tlie in- 
dividual, comedo he in the highest degree productive wlum 
the fact that the State represcaits the collective interests of 
society is lield in mind. All general improvements, for ex- 
ample, like tlie dredging of streams for navigation, the hnild- 
ing of wharves, docks, and the like, tlie encouragement of 
great piitilic works wliich would not otherwise be undertaken, 
may be for the Stale a most profitalile investment of ca])ita!. 
All expenditures necessary to create and maintain a condition 
of safety for persons and for property are included under this 
head. Thus, Italy found it necessary, a few years ago, to 
make unusual expenditures in order to rid the country of law- 
lessness and violence; but this has been repaid many times 
to the government, and a himdredfold to tlie citizens of Ital) . 
in the expansion of the new industries wliicli the unusual 
security called into existence. 

, , Our general conclusion, then, respecting the point of view 
from wliicli expenditures are to he considered is the foruiwiug: 
Since the State is tlu‘ people organized in their collective 


capacity, and consequently the \wants of the State are in reality 
[lie wants of the people whose ^servant the State is, a very 
large niindier of the questions resiiccting puldic expenditures 
are found to he, upon hrial analysis, questions wliicli have to dv> 
witli the collective expenditures of individuals, arid on tin's 
account should lie judged iii tlie same way as an individual 
judges of In’s personal expenditures; hut, on tlie otlier liand, 
in view of the fact that the Shite, is an organism of perpetual, 
life, that it is imposed with responsibilities which extend ])C- 
yohd the interests of individuals or classes, and, also, that it 
is clotlied witli umisual |>owers for carrying through the 
duties imposed upon it. tliere are, in addition to the considera- 
tions respecting expenditure which it liolds in common with 
domestic economy, other considerations whldi arise on ac- 
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count of its peculiar functions and public cliaracter. Thell 
point of view, therefore, from wliicli public expenditures are 
to be rei>urded changes with the nature of the fpiestions under 
consideration ; and one of the chief difficulties in the solution 
of fiscal problems of this class is found in the necessity of bear- 
ing constantly in mind tliese two av*enues of approach. 

6. The Appropriate Method of Investigation.^ — ITaving 
decided upon the point of view from which public expendi- 
tures are to lie regarded, it seems prot)er to iii([nire next 
rcsi)eotiii,i^ tli (L niost ^ apimjprial g. 

Ordinarily one is willing to rest the ajiproval of liis method 
upon tile sneccss of liis analy.sis, and this undouhtedly must 
he the final test. In the ju'esent instance, however, the 
conditions under which the investigation is undertaken, as 
well as the character of the lu'oblem, arc somewhat peculiar, 
and an ex{)l;iiiation of the rnclhod adojUed will throw added 
liglil u|)or! the nature of the questiem in hand. 

It is not dessigned, in our effort to arrive at the social law 
of pul)lic cx].H‘nditnres, to malce any coiisidoral)le use of statis- 
either for argument or illnstratioii. On tlie contrary, our / 
cliief reliance will Ih‘ plac(Hl mpon an aual\sis of S'lcial needs 
and u])(.)n an investigation into the order followed in the?, de- 
veloj)meut of State functions. 'Fhis may at first sight a]>pear 
strange, and it is .somewhat muisnal. d he larg(‘r number of 
writers vvlio have seriously and inlelligenll}' considtu’od the 
pi'ol.dern of public expemlitnres jiroeeed, alter a cursory 
stateineiit of y)u])lie fmietions. by means (d st.-itistical inquiry, 
Thev succeed, doubtless, in ])oiiitiug out some of the current 
tcndeiK'ies in puldic expeudiliires ; Imt tlic}. fail t'.) place tiiose 
tendeueii'S in tlieir proper setting or to deduce from the facts 
collated anv satisfactory statement of [lie law of sneiad de- 
vek^pnient as reflect ed in ])ul)lu' ac'counts. An investigation 
which heg’ins witli figures is hkcly to end with figures. 

Speaking more definitely, there are two reasons why. in 
the present condition of fiscal science, an investigation into 
public expenditures must take upon itself tlie form of :i theo- 
retical investigation. The firsts of these reasons is a very 
practical one. The statistics of public expenditures arc; un- 

* A running conunent on the cost of governmental functions, accom- 
panied by academic advice to statesmen, is not acknowledged as a 
serious or an intelligent appreciation of the problem. 
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satisfactory when regarded as material for synthetical analysis. 
This is not due to paucity of material, ])Ut to the fact that 
governments keep their accounts in different ways, and that 
the phrases employed in public accounting do not always 
cover the same items in expenditure. It is natural that this 
should be the case. Public accounts are necessarily organ'- 
ized in conformity to the administrative systems (v[ tlie various 
states ; and these in their turn are adjusted to the several 
theories of |)olitical organization, as also to the governmental 
policies which hSr the time i>eing control administration. 
This marked divergence in the accounting systems of the 
several states places an estoppel upon anything like a com- 
})arat{ve stud}' of ])ul)lic expenditures beyond the most rudi- 
mentary and broadl}' conceived classifications. Even a ser- 
vice of such long standing as the “ military service ” does not 
mean the same in all stales when translated into the language 
of expenditures. Sliould one undertake a study of the com- 
parative cost of judiciary s\ stems, he would find the prol)lem 
coinplicatecl l)v the marked divergence in the matter of fees and 
by the different ways in which fees are accounted for. In some 
cases a fee is a net return ; in others it is a gross return. In 
some cases no account whatever i.s njade of court fees to the 
public treasury. The true cost of the judiciary in the United 
States, for example, cannot be ascertained, to say nothing of 
comparing it with the corresponding costs in other states, or 
of discovering a tendency with respect to this item of expendi- 
ture by a study of judiciary accounts from year to year. 

The chief dilficulty, however, in a comparative study 
of public expenditures is not found in the divergence of 
accounting systems followed by those governments wliich 
are imposed with national or sovereign functi<)ns. We 
might, perhaps, get along with the federal, or imperial, or 
ministerial accounts of the several states; that is to say, with 
expenditures for national or sovereign purposes ; a more 
serious embarrassment arises when to these accounts there 
are added the accounts of the subordinate or local govern- 
ments, What lesson, for example, can be learned from a 
comparative study of the expenditures of the French Repub- 
lic and the Republic of the United States when it is remem- 
bered that sixty per cent, of the aggregate of annual expendi- 
tures on the part of government in the latter case is through 
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the mod ill ni of local governments as against tliirty per cent in 
the case of the French Republic ? Duplications also must be 
guarded jigainst by him who undertakes a comparative statis- 
tical study of public expenditures. In this country, for ex- 
ample, the accounts of each government arc separate and 
distinct, but in Germany there is maihtained a debit and credit 
account as between the Imperial administration and the several 
States that together make up the Fanpire. A |)ortion of the 
expenditures charged to local government in l^'rance, also, 
goes, not uncommonly, to cover deticits in national expendi- 
tures. 

Not only must care be taken to avoid duplication in arriv- 
ing at aggregate public expenditures, but errors are likely tQ 
arise by failure to recognise the incidental ways in which pay-^, 
ment is made for ])ul)lic service. Wliat light, for example,- 
can be thrown on ])ension payments by com])aring the pen- 
sion accounts in Germany with the correspemding accountvS 
in the United States ? Tlie police force in German cities is 
made up in part from the ranks of retired soldiers, pro- 
vision being made for their employment as a partial substi- 
tute for the pension. In France, also, tlie tobacco-shops are 
not nncomnionly tended lyv pul.)lic jxmsioncrs. In the United 
States, on the other hand, the ).)ension is a cash transaction. 

Snell are a few of the many illustrations that might be 
given of the difficulties encountered by one who approaches 
the question of expenditures through a comparative study of 
finniu'ial statements. A comparative study of the cost of 
the various branches of public service as recorded in the ac- 
counts of the leading natioifs is a most difficult task; imleod, 
it is a task of sudi proportions that years of patient itivcstiga- 
tion would be re([iiired for its successful accomplishment. To 
nndertake a statistical investigation of this sort in an elemen- 
tary treatise upon the Science of Finance would distort the 
proper proportion between tlie several parts of tlie treatise. 
This is the first and practical reason why, in the present 
treatise, no expended use is made of facts and figures in in- 
vestigating public expenditures. 

The second reason why reliance is placed tipori analysis 
rather than upon the tabulation of statistical data is found in 
the present condition of the investigation itself. The service 
rendered by an adequate working hypothesis in the develop- 
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ment of any science familiar to all students, and the reason 
now urged for considering the theory of public expenditures 
v/in advance of the formal study of the statistics of expenditures 
is found in the fact that the former is essential for the success- 
ful prosecution of the latter. The sociologicsjis^ignificance of 
appropriations for the su|5port of government presents a pro- 
blem that has never received adequate attention from econo- 
mists and financiers, and jt is necessary, in view of the present 
condition of tlie Science of Finance upon this point, to^ormu- 
late an hypotliesis respecting the movements in government d 
expenditures before an intelligent investigation into public 
accounts can be undertaken ; and tlie author ventures to 
express a hope tliat a consistent theory of public expenditures 
having been sot forth as a general theory of social evolution, 
it will prove to lie of sufficient interest to claim the attention 
of many students, and that at their hands it will be expanded 
and modified so as to become eyj^ntually an established 
generalization in the science of which it is a part. 

It is not intended to leave 4he impression, by this apology 
for theoretical rather than statistical analysis, that the general 
conclusions arrived at are of il«e only as a working hypothesis 
for statistical investigation. They have a value of their own, 
and claim confidence even before they are proven to be true 
in all their parts. Tlie elements common to civilized nations 
are those historic factors and forces that make modern life 
what it is. And it is tliese fictors and forces, rather than the 
administrative form assumed by them and which secures for 
them a definite statistical expression, which (^tcrminc public 
expenditures. A theory of public expenditures must conse- 
quently be built upon an intelligent appreciation of social 
forces and an adequate perception of social tendencies — an 
observation which justifies the procedure adopted by this 
treatise of building up a theory of public expenditures from 
those known and manifest features common to the social and 
apolitical organization of all peoples whose government con- 
fornis to the constitutional type. 

From this chapter we have learned the point of view from 
which public expenditure should be regarded and the method 
by which the investigation is to undertaken. , The chapter 
immediately following concerns itself with an analysis of those 
conditions and forces which determine the aggregate of tne 
funds properly placed at the disposal of government. 
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ItELATION OF PUBLIC EXPENDITURES TO INDUSTRIAL, 

POLITICAL, AND SOCIAL CONDJTIONS. 

i 

Public Expenditures and Industrial Development. 

Public Expenditures and Political Conditions. 

(1) Expcncfitures and Political Environment. 

(2) Expenditures and Political Organization, 

Pui^c Expenditures and Social Organization. 

Two Rules ok Public Expenditure. 

(1) The English Conception of Expenditures. 

(2) The Gerniiiin Conception of Expenditures. 

(3) Conclusion. 

It is the purpose of this (Raptor to trace the influence of 
the industrial, the political, aiift ’the social conditions of a peo- 
ple upon the aggregate of their public expenditures. Each 
of these elements of a civilization works in a manner peculiar 
to itself, and for that reason each may be made a topic for 
separate analysis. 

7. Public Expenditures and i^nd^strial Development. — ^The 
expenditures of a government may properly be regarded as 
coni p 1cm ffl t of priyate^or non-goyernm^^^ expenditures. 

Both are charged to the general social income, and Fof^iETiat 
reason the amount placed at the disposal of government for 
the purpose of carrying on the public .service must be deter- 
mined in view of the i|idustrial development of the nation 
which gives rise tc^^hat income. It is the percentage of pub- 
lic expenditures to the gr 4 £)ss income of society that provides a 
basis for judging the fiscal claims of a government. It i§ 
the ratio of the amount consumed to the fund by which con- 
sumption is supported that measures the intensity of a given 
demand. This being the case, it is clear that a demand for a 
public service which could not be reasonably allowed when 
the fund by which it is to be supported is small might be 
readily sanctioned should the wealth at the disposal of society 
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be in any considerable degree increased. This is an applica- 
tion of a general truth familiar to the latest phase of 
economic theory, namely, that our estimate of the importance 
of a service increases as vve approach the possibility of its 
realization, while our estimate of the burden occasioned by the 
cost of a service decreases^ as the amount of wealth placed at 
our disposal increases. It is easier, for example, for the 
United States to assign $380,000,000 to the support of the 
service of the Federal Government at the present time than 
it was to provide for the expenditure of $3,000,000 in 1787 — 
a result due not so much to the increase in population as to a 
rise in the productive capacity of the people. This thought, 
which is a familiar one to writers upon finance, is usually ex- 
pressed by saying that the burden of,a4,ax .depend u p o n 

.UPfiO Jhg-amount paid. 
anSTtfiat this in turn Spends iy)on the 
citTzehT 

claim that the aggregate of governmental expendi- 
tures is largely determined by industrial development finds 
support, also, in the general theory of social evolution. It is 
a fundamental law of social development that human wants 
are capable of indefinite expansion, but that their expansion 
will conform to the order of their relative importance. The 
conscious ability to satisfy a want which previously lay dor- 
mant gives to it a vitality that raises it from the rank of a 
simple desire to the rank of a vital principle capalde of giving 
direction to social activity. As expressed by Bentham, ‘‘ De- 
sires extend themselves with the means of satisfaction ; the 
horizon is enlarged in proportion ts one advances, and each 
new want equally accompanied by its pleasure and its pain 
becomes a new principle of action.’' Now it is evident that, 
for the orderly development of society, new collective wants 
as well as new individual wants must emerge as development 
proceeds, from which it follows that industrial growth opens 
up to society ever-expanding possibilities, which, in part, will 
be reflected in a corresponding expansion of those functions 
which government alone can perform. A part, at least, of 
the increment of social income will bd^ claimed for increased 
public expenditures. 

From the point of view of social inveltment, also, does it 
appear that the expenditures of a State are dependent upon 
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the stage of industrial development attained. In the analysis '/ 
of the foregoing chapter it was suggested that a profitable 
investment for a State is one which results in raising the 
grade ol industry to a higher level of efficiency. This is a 
suggestion of considerable intj^ortance when one is in search 
of an explanation of increasing pyblic expenditures among 
industrially progressive peoples. Should it be generally 
recognised that the increment of product resulting from the 
industrial development of the past, by means of which society 
finds itself in possession of a growing surplus, is in any degree 
traceable to the action of the State, it is but reasonable that 
men should willingly give support to a project calling for 
further investments along the same line. This is the way in 
which the business mind works in ordinary affairs, and it will 
undoubtedly follow the same line of reasoning when called 
upon to judge of public expenditures. The only thought 
against this conclusion is found in the claim that the neces- 
sity for government decreases as intelligence and a habit of 
voluntary aS|pciation increase. The pertinency of this claim 
can only be determined by an investigation of the facts. But 
when it is recognised that growth in numbers, differentiation 
in the industrial process, and expansion of commerce and 
trade bring society face to face with new perplexities and new 
dangers at every step, it is not easy to see how the activities of 
a State can ever b^ less than they are at the present time. On 
the contrary, it seems reasonable to assume that with each 
increment in the social product the people will conceive it to 
be to their advantage to invest added sums in the machinery 
of government. From thp point of view of investment, there- 
fore, as well as from a consideration of the satisfaction to be 
secured from the activities of the State, may we conclude that 
the fiscal demands of government will increase along with, if 
not in proportion to, the general social income. 

The above analysis is pertinent beyond that of strengthen- 
ing the impression that the considerations which determine 
the aggregate of public expenditures root themselves in the 
industrial order. It suggests, also, the appropriate classifica- 
tion of states,* should one undertake a comparative investiga- 
tion into public expenditures. If it be true that the amount of 
normal expenditu^ rests fundamentally upon the efficiency of 

* For a classification of states from this point of view see g i6. 
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capital and labour within the country, the amount appropri- 
ated for the support of tlie State has no very definite mean- 
ing until referred to some particular stage in the ,order of 
material development, and through this to the rank or grade 
of the nation in question judged from the point of view of 
modern civilization. A cursory review of history shows 1:liat 
what for one nation is an indigenous growtli is for another the 
result of imitation ; what to one people springs easily and 
naturally out of their industrial conditions imposes upon 
anotlier a conschnis and possibly a severe strain. A com- 
prehensive stud}' of the growth of pulilic expenditures, there- 
fore, would call for a separation of those peo])les with whom 
material development is the forerunner of fiscal expansion 
from those which, by the pressure of political competition, 
find it necessary, or think they find it necessary, to impose 
an extended fiscal system upon an inadequate industrial 
economy. 

8. Public Expenditures and Political Conditions. — The 
political conditions by which public exjienditurcs are in- 
fluenced pertain to external relations, or wliat may be termed 
the political environment of a people, and to internal rela- 
tions or political organization. Onr analysis will grant each 
of these relations separate consideration. 

(i) Rxpendiiurcs and PoUlical linvironmcnt , — Tt must l>e 

observed, in the second ]>lacc, that th^ ^ pllbhc,, 

expenditures is closely related to the political environiTient of., 
ssiStes.’ ‘ obvious illustration of this is found in the 

mcreasc of military expenditures incurred by tlie leading na- 
trons of Europe; and, now that tlit s].)irit of Western rivalry 
has invaded the Orient, we may expect similar results to 
nial^c their appearance in the budgets of China and Japan. 
The growtE of expenditures in Kurojie in recent years, trace- 
able to the necessity of living in constant preparation 
for war, has been very marked. The aggregate of military 
and naval expenditures for selected years since for 

England, Erance, Germany, Austria, Russia, ,and Italy is 
as follows : * 


Year, Amount. 

1868 $521,250,000 

1873 622,250,000 

1882 732,300,000 

1888 901,000,000 

1895 930,600,000 


* First four amounts quoted from Bastablc, p, 69, 
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No one would care to deny that these enormous payments 
for the suf)port of army and navy are the results, possil)ly 
under exis^dn^^ conditions the inevitable result, of the spirit of 
nationality l)y vvhicli tlie foreign policy of modern nations is 
controlled. It woul<! be incorrect, however, to sav that the 
spirit T)f nationality is an adecpiate explanation of tins ex]Mm- 
diture; it is rather the contiguity of a warlike neighbour, 
powerful in resources, and c(|ually strenuotis iti the asserti*)n 
of its nationality, that imposes upon a people tlie necessitv of 
a military budget. It is no part of finance to moralize cm t a- 
nature of tins expenditure. All that can be said is that tl'e 
spirit of nationality is perhaps the most jictent factor in the 
political life of modern peoples, and until it has spent its force, 
or until, thnmgli the development of international law, the 
necessity of ai)peal to the arbitrament of arms becomes less 
frequent, provision must be made in national budgets for 
m i 1 i t a r y ( ‘ x | ) t n ( 1 i t u r e s . 

That the sjiirit of nationality in itself is not an adequate 
explanation of the growth of military exjienditnrcs is evi- 
denced by the fact tliat it does not necessarily manifest itself 
in this form. Wdicnever a nation is so f<)ilimate as to be 
separated l)y a natural barrier from neighliours who are 
foreigners l)y lilood, enemies by virtue of their liistorv, or 
irritants because thev acknowl(‘dge a different social ideal, the 
fact is unmistakald) retlected by tlie form of the ordinary 
budget. Many illustrations of thih might be cited, \dctoria, 
for example, (Uit of a total annual ex])enditure of between 
$40,000, OCX) and $50,000,000 approj)riates Imr $2,000, exx') or 
$3,000,000 for defences. lief budget shows no separate* tdui])- 
ter for arm\' and for navy. The United States spends al)out 
$42,0(X),ocx) oil army and navy out of a total ex]K-nditure of 
$38o,(X)0,ooo. In the former case the count iw is (jirite seixi’ 
rate from any hn'eign ])ower; in the latter, tlie contignons 
countries are decidedly inferior in population, wealth, and na- 
tional strengtli, and. what is perlia.ps of eepiatl im|)ortance, the 
United States lias no vioknit or deep-rooted historical jirejn- 
dice, while her commercial and social interests are, in the 
main, c()mni(m to those of neighl)()tiring eonntries. 

Wliile it is undoulitedly true that contigtiity of territory 
oecuf)ied liy strong and s<'lf -assertive peoples is the most im- 
portant of tlie surface facts in explaining the increase of mili- 
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tary expenditures among modern peoples, it by no means 
suggests a complete statement of what is meant by tlic phrase 
‘‘political environment/’ The final thingMii the ^analysis of 
national character is the conception oj rights and duties, pub- 
lic as well as private, bz/cr -national as well as bz/ru-nationa], 
which a peot)le entertains. This is etjuivalent to saying that 
the conception of law is the groiiiKhvork of social life. Now 
it is evident that government is limited in its application of 
law for the peaceable settlement of disputes to those ques- 
tions respectiifg which tliere is a general consensus of opinioVi 
witli regard to the rights and the duties that are involved. 
Beyond this [)oint force of some sort must be employed, and 
provision for the exercise of force will be considered essential. 
This being the case, it is futile to urge disarmament, and the 
consequent extinction of tlic military budget, so long as tlicre 
continues to be a conflict of legal ideas. The fundamental 
principles of the systems of jurisprudence, that jdirase being 
used in its broad and comprehensive meaning, must be ren- 
dered harmonious before juridical procedure can supersede 
the employment of force. Tt is no accident that the first ap- 
proach to a successful tribunal for the arbitration of inter- 
liktional disputes should rest upon negotiations for a treaty 
l)etween England and the United States, for tliese peoples 
])ractise the same system of juris])rudence. I'heir theory of 
fights, and the method by which they aim to enforce those 
'rights, are the same. A standing international tribunal rest- 
ing on agreement between England and Russia, however, or 
between the United States and China, is beyond the range of 
reas()nal)le expectation at the pr«?sent time ; for it is only u])on 
the basis of a common system of jurisprudence that a system of 
international law can l)e developed wdiich shall render the 
])re[)aration for war unnecessary. It thus appears that the 
I controlling element in the political environment of nations by 
[which military expenditures arc determined is the similarity 
[or dissimilarity of the systems of jurisprudence whicli the re- 
spective nations have adopted. 

(2) Expenditures and Political Orp^amcation . — Public expen- 
ditures are open to another influence incident to the political 
conditions of nations besides the one bound up in the spirit of 
ng.tionality. Their organization, so far as the relative impor- 
tance of local and central administration is concerned, afifects 
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not alone the distribution of expenditures between these two 
agencies of the State, but it affects the aggregate of expendi- 
tures as Vvcll. Gorifidence in this generalization must rest 
rather on d priori considerations than on statistical evi<lence, 
since there are no two nations whose political, industrial, and 
social conditions, exclusive of organiz’ation for local adminis- 
tration, are suffudently alike to warant statistical comparison. 
Tlie considerations in support of this generalization, however, 
are simjde and convincing. 

Wherever local administration is well devekSped, especially 
if it proceed so far as IcV attain^ f the dignity of local self- 
government, a s])irit favourable to collective service will be 
likely to show itself. Indeed, if the industrial growth take the 
form of an intense commercial or manufacturing life, the in- 
evitable tendency toward congested poj)nlation will force tlie 
necessity of cof4)erative action into the foreground; and 
whether this necessity be met l)y extending the direct ser- 
vices of the municipal government, or l)y granting liberal 
franchises to corporations (a policy which must in time ne- 
cessitate ade(|uate provision for holding tliem to public ac- 
count), public expgpditures,.^ cith<?r case be increased. 

The readiness with which expenditures for public undertak- 
ings will be incurred depends, other things being ecpial, upon 
the conviction among the people of their al)ility to manage 
their own affairs. It is sometimes remarked as a strange re- 
versal of an accepted policy that Manchester in England, 
which was once the centre of the most intense form of prac- 
tical Jaissc.c-fairc sliould have adopted so readily the policy of 
mnnicii)al ownersliip of /-public works; but a cursory 
analysis of tlic situation shows this to have been natural in a 
country where local government has learned to he efficient, and 
where control over great commercial enterprises through cor- 
porations is a familiar idea to the ])copIc. What the manufactu- 
rers of Manchester objected to in their advocacy of free trade 
was that the protective policy of Ivngland did not enaltle them 
to control the .conditions under which their industry was 
prosecuted. T'he restrictions imposed by government were 
an obstacle to their business success. The situation is the 
same at the present time with regard to private control of in- 
dustries necessary to the industrial supremacy of the city of 
Manchester. The form of argument is changed, but the 
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Spirit upon which it rests is the same* namely, a desire to 
control public policy so as to make it contribute to private 
advantage. If these considerations are sound, atui there are 
others which look in the same direction, it follows that among 
thos^e,,. p.eo])lcs whose political organization imposes licavy 
responsibilines uppnjpcial government^, the aggregate of nor- 
inal expenditure naUirally tends to increase as the commercial 
life of the community becomes more and more intense. 

Tircfe 'i liowever, another phase of this question. The 
same spirit which tends to an increase of local expenditure — 
that is to say, the spirit of industrial independence on the part 
of the citizen — will act as a check U[)on the expansion of Fede- 
ral or Imperial services, and conse(|uenlly tends to curtail 
national expenditures. Wherever the spirit of local inde- 
pendence prevails one may always observe a quiet jealousy of 
central auth(jrity, wliich in many ways tends to limit the 
functions of tlie national government to such services as are 
beyond the {.Possibility of doubt collective in character and 
common to all classes and sections of the country. Tims, 
although a peo])Ic strong for local government cho(.)se to ex- 
"pand local expenditures, they naturally will endeavour to ccpn- 
fine national expenditures within narrower limits than might 
otherwise be the case. The aggregate of ex|)en<litures, therefore, 
both grades of government being taken into the a(a‘ount, will i*e 
influenced in a decided manner by the relative strength of tlie 
two sentiments favouring nationalism or localism in political 
affairs. This argument would amount to nothing-, however, 
so far as tlie iniluence of local government upon tlie aggre- 
g^e^' of public expenditures is (Concerned, if tlie question in 
hand pertained simply to the division of a given range of pnl)- 
.Hc functions between national and local governments. Were 
this the case the amount spent by each government would de- 
Jpend upon the relative economy of the two centres of admi- 
nistration. Pmt it is prolpable, in view of tlie way in which 
human nature works, that the check on national expenditure 
will be relatively less clTective than the stimulus to local ex- 
penditure; and conse(]uently we are warranted in the con- 
clusion that the s])irit of localism among democratic peoples 
tends to increase the aggregate of public expenditures. This, 
in one of its phases, is but another way of saying what von 
Hock asserts with sncli emphasis, that ease of raising reve nue,. 
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i s in direct proportion, to the extent to which popular, govern- 
ment is realized 

The influence of the relative importance of central and 
local governments in the structure of the State may, then, be 
accepted as one of the permanent considerations which de- 
termine the aggregate of public expenditures, although its 
normal tendencies may at any particular time be set aside l)y 
some ])assing pliase of political or industrial life. The western 
world at the present time, for exam[)le, is |);issing through a. 
'peculiar ])hase of industrial history, due to the ‘development of 
cheap and ra]n\l transit for goods and persons. This means 
a' destTUctHui (T local markets and a conserjnent readjustment 
<>f the territi.jrial distril)ution of industries. Moreover, a 
world's nuirket is in ])rocess of crealimi, ainl the questions 
feu'ci'd upon puldic attention bv the fact that local trading 
centres are l)eing crystallized into a world’s market are, from 
the nature of the case, national in character, if. india'd, they 
are not internati>,)iial. The result of this is that, while, society 
is adjusting itself to the. new industrial conditions tc) which 
i'ailwa\ s have introduced the lousiness world, it is the national 
government rather than the local govermnent t<:> which j)eo])le 
must look for the formulation of new leged conditions, and for 
[n'otection against such evils as are I)r)und Uj) in tliis ])eriod of 
transition, no matter how str{.:)ng may l.)e the sentiment among 
the peo])le at large against the concentration of political 
jHWver. iVut these conditions are temporarv. d'he readjust- 
ment will sooner or later be effected l-o])ulalion will at no 
distant dav settle itself in barmonv with the new conditions. 
The new lands will lie taken., np, and mannf-ielnring ami com- 
mereial c<.‘ntres will l>e definitely and finally settled. Then, 
and not till then, tlie occasion for the consta.ni appeal to cen- 
tral antl'iority liaving |)a.ssed awaya wadi the s|)irit of local in- 
de])cndence again assert itself and iin])ose its check upon the 
expansion of Imperial functions, ddic student of fmauce must 
not be misled by the great increase in naLional expenditures 
since 1840, and he will not l)e misled it he keep clearly in mind 
the nature of the forces which determine political develop- 
ment, and recognise the exceptional character, so far as na- 
tional expenditures are concerned, of the present industrial 
epoch. 

It should also be remarked — if among political conditions 



46 PUBLIC EXPENDITURES AND GENERAL CONDITIONS. 


political corrn])tion is to be counted — that the presence of 
political corruption, such as shows itself in so many of the 
municipal goveirhinents of the United States, will work 
against the normal influence of a strong sentiment in favour 
of local self-government. That is to say, it will tend to a 
curtailment of local functions, and 'ultimately of local expendi- 
tures. Many who recognise the evils of corporate control 
over quasi -public works, and who appreciate the importance 
of that wide range of social services wdnch if rendered at all 
must l}e rendered through the agency of municipal govern- 
ment, are deterred from advocating an extension of muni- 
cipal functions on account of the glaring evils of political 
corru])tion. It would be improper, hrnvever, to accept 
the prevalence of political corruption as a permanent factor. 
While it may properly influence a {)olicy in tlie presence of 
given conditions, it must always enter into the theory of 
public expenditures as an exception to the rules laid down. 

Our general conclusion,^ then, is as follow's : (i) A strong 
|,scntiment in TavoufTT local government, as indicated by the 
^relative confidence in Federal or local centres of administra-,, 
j|ion, wall tend to reduce national expenditures belov/ wdiat 
lihey otherwise would be. (2) The same spirit, however, will 
|tend to expand local expenditures, and, assuming the same 
tiine or class of services, it is likely that the aggregate of ex- 
||)enditures wall permanently be greater wdien services are un- 
|dertaken by local rather than by central control. (3) As 
|modifying the above conclusion it should be added that the 
:|aggregate of expenditures may at any particular time be rc- 
:|duced below^ what it otherwise w'ordd be on account of the fact 
|that local governments, lunvover strong in theory, arc in 
ifreality weak wherever political corruption prevails in local 
fiafiFairs. 

9. Public Expenditures and Social Organization. — The 

aggregate of public expenditures depends, in the third place, 
upon the tlieory of social relations wdnch a people has adopted, 
and the degree of strictness with wdiich that theory is followed 
in practice. This theory may be looked for in the accepted 
philosophy of the respective rights aifd ddties of government 
and individuals, or, what amounts to the same thing, in the 
^ attitude of mind which the public instinctively assutnes wdien 
certain social or industrial problems arc under consideration. 
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The problems of the class referred to are such as rely for their 
solution upon the extension, in some of its various forms, of 
the principle of cooperation ; but a great deal depends, so far 
as public expenditures arc concerned, upon the character of 
that cooperation. Is the collective activity demanded govern- 
mental or is it private ? B the co(')j)eration desired to be 
secured by coercion or through voluntary association ? One 
cannot ei^iphasize too strongly the contrast between tliese two 
forms of social activity in their influence upon the ratio of 
public to private expenditures, or, as we are ifow discussing 
the subject, upon the aggregate of ])ubHc expenditures. 

It is exceedingly difficult in a few words to express tlie 
characteristic features of the social tlieories whicli, under 
various forms and with many and constant modifications, 
give colour to the social and jiolitical fal)ric of various states. 
These differences may, liowev^r, he suggested by observing 
tliat the one theory is a modification of llie view of the wState 
assumed by Ronia iLjaw, and exemplified in a general way by 
most of the Continental peoples ; while the other is a develop- 
ment of the Teutonic^ ami Sax(m4dg^i.3.y>f..ptOi>nil!Jd)e and 
shows its most natural nnfoiding among |)eo|)!es c)f Engli.Ui his- 
torical descent. The former makes tlie vState the centre of all col? 
lective life, and defines tlie rights of individuals in terms of na-| 
tional importance ; the latter places the individual at the cen^^ 
tre of thought, and conceives of the State as one of severa^^ 
means to individual attainment and development. Imder thej; 
influence of that philosO|)hy which subordinates the individual 
to the State it is natural for those intrusted with the adminis- 
tration of government to regard all questions as properlv ad- 
justed when the interests of the State are conserved. Es- 
pecially will this l)e true if to such a theory of society there be 
added the influence of the monarchical form of administra- 
tion. It is logical, ffer example, that they who represent mo- 
narchical governments should accept the necessities of the 
State as the true measure of legitimate expenditures, without 
having very much regard to the concurrent needs of indi- 
viduals; and in view of this trait of charactei, which leads 
men to unduly magnify Whatever service they for the tiiiie 
being render, or whatever office they happen to occupy, it is 
not strange that the claim of government upon tlie social in- 
come should be strong for all those lines of service which 
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foster national pride and increase bureaucratic importance. 
It is easy, also, under such a social theory, for the spirit of 
paternalism to show itself in many of the items of a budget, 
and for the thought tliat the State is an industrial corporation 
as well :is a ])olitical organization to swell the proportion of 
public expenditures. • 

The view of social relations which unrlcrlics English com- 
mon law, on the other hand, works ui)on national expendi- 
ture in ({uite aiughcr manner, at least so far as tliose aj){)ro-’ 
priatioMs are Concerned which minister to pride and foster 
l)ureaucracy, or which are related U) tlie exercise of r?:itcrnal 
functions. Acc'ording to this theory a condition of liberty is 
conceived to be the heritage of the individual. The State is 
not regai'ded as an organism in the sense that it |:>ossesses 
soul, eonscience, and ser’sd)!)i|;ies of its own; it is ratlier a 
form of association, and dilTers mainlv from ordinary' assoeia- 
tions in the character of the seryn'ce it ]?as to perform, and in 
the fart that these services are (h sueli a sort as rt:([uire the 
State to he the de|)ositorv of coercive power. Eul)]ie conces- 
sions are judged from the point of view of the interest of the 
individnal, and arc ajiproved or disapj)roved ac'cording as thev 
bear upon his prospects. Tlie result of iliis )>hiloso])riy of 
: social relations einong ]wo]des who ])r.u‘iise self yg wernmenl 
is to insist that tlie govermnent prove its ease l.Kwond tlie 
possibility of a doubt wTtenever it demands increased e\']>endi- 
tiires f<jr apjiroved services or the approval of expenditures for 
an umisiial service (Ireater reliance is ])Ia.ced npf)n v<:)lun- 
tary association for the attainment of collective iniei'csts tiian 
Upon coercive associ.'ition. Aii,d this results inevitably in 
charging tlie cost of many lines of service to the income ac- 
eonnl of iwivcte eor])orations ratlier than to that of the State. 
In tills manner, therefore, ])nl>lic expenditnres arc curtailed l>y 
virtue o) iiidi vldnalistie pliilosojiliy applied to governmental 
; affairs. 

It must not he overlooked in this connection that, ah 
thongli the restrictive theory of governmental action may 
limit expenditnres by curtailing the field of ac'tivity, it is likely, 
at least in the peculiar form in whicii it presents itself arnoTvg 
commercial peoples, to induce lavisli expenditures in those 
few cases in which industrial functions are imposed upon the 
State. Wherever, for example, a legislative body created by 



TWO RULES OF PUBLIC EXPENDITURE. 


49 


popular vote undertakCvS, let us say, a system of public improve- 
ments at the expense of the general treasury, the project is 
sure to be undertaken upon a scale of too great magnitude. 
This is true because no member of tlie legislature, holding 
in mind the fact that he accounts to his constituency for his 
vote, will consent to any project whicli does not contribute 
directly to the prosperity of his constituents. It is a fact be- 
yond question that investments of capital are unnecessarily 
lavish when made through the agency of popular legislative 
bodies ; and it is on this account a wise conservatism for de- 
mocratic peoples to hesitate before accepting the experience 
of governments highly centralized for administrative purposes 
as a proof that they could attain equally advantageous results 
in securing public improvements through governmental 
agency. 

So far, therefore, as the bearing of the individualistic j 
theory of social relations upon the aggregate of national eX''"' 
penditures * is concerned we may say that it is in the main^ 
opposed to such expenditures; but sliould public improve^! 
inents, or any service, indeed, which results in localized in-| 
vestments of capital, be undertaken by a popular legislative! 
bodv, a lavish expenditure of public funds must be counted | 
upon as an inevitable result of such a decision. 

10. Two Rales of Public Expenditure.- It may perhaps 
add something to the definiteness of these considerations if 
the rules of pu])lic expenditure, so far as they may be said to 
exist, formulated by tlie adherence of the two social theories 
mentioned, be jiassed in review. 

( i ) The Enx^ish Conception^ of Public Expenditure.—Thi: rule, 
commonly regarded as adequate by tliose who hold the re- 
strictive tlicory of govermnent, is simple, so far as statement 
is concerned. No one has ever ex{)resscd this view more 
tersely than Sir Henry Parnell, who in 1830 fiublislied his 
remarkable tract On Einancial Reform, ddie date of this 


* A distinction is here made between national and local expenditures 
^cf. pp. 11-13), the line of distinction being that the territory con- 
trolled by a local government is so limited as to allow any scheme of 
public works to be comprehensive without endangering the success of 
the scheme. The political and industrial results, also, of public im- 
provements differ according as they are undertaken by the national or 
by the local governments. 
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tract is significant. It appeared when the old individualism 
was at the height of its influence. The tract itself is impor- 
tant as having been influential in bringing about »the finan- 
cial reforms which place England in the fore rank of na- 
tions so far as taxation and regulations for international 
commerce are concerned. The following quotation is from 
the tract referred to : 

“ With respect to the principles on which retrenchment 
should be conducted it is of the greatest importance that they 
should be weir considered, and, when decided upon, most' 
severely adhered to. No |)erson can have his mirul in a per- 
fectly fit state to form a judgment on any question of retrench- 
ment without having acquired the habit, by previous study, 
of referring to what the uses and object of government are, 
and the grounds on which taxes are paid. The great error 
which is commonly committed is taking the utility of an ex- 
penditure as a sufficient justification of it; whereas, however 
useful it may be, if it cannot be shown to be absolutely neces- 
sary for securing some public object that could not be had 
iby any other means as economic and as convenient, it is super- 
ffliious and ought to be discontinued. It is not an uncommon 
opinion among those persons who are in situations to have 
considerable influence in matters of finance that we ought 
first to secure all the revenue we can, and then regulate the 
expenditure according to it. Others allow tliemselves to be 
guided by their feelings and their passions, and, not having 
any fixed principles to go by, arc continually favouring ex- 
pense and resisting economy, when cases of apparent indi- 
vidual hardship come before them, not recollecting what tliose 
persons suffer who ]3ay the taxes for providing for the effects 
of their mistaken compassion and unjustifiable liberality with 
ythe public money. If right principles were referred to they 
i^would suggest that taxation is the price we pay for govern- 
^hnent ; and that every particle of expense tliat is incurred be- 
iiyond what necessity absolutely requires for the preservation 
|of social order and for protection against foreign attack is 
iwaste, and an unjust and oppressive imposition upon the pub- 
flic. Every minister and every member of Parliament who has 
» the power to spend or to save the public money should do all 
; in his power to prevent the wants of the State from depriving 
; the people of the means of providing for their wants ; and, 
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therefore, economy and frugality, which arc virtues in a pri- 
vate station, from their vast influence upon national happi- 
ness in a public station, become the most pressing of duties,” * 

The three points in the above statement which may be ac- 
cepted as formulating the theory of public expenditures ad- 
vocated by Sir Henry F^arnell are, fir^t, that there should be 
no “ for securing sgpie public object 

not be had by an}r5flT^‘flhe^^^^^^ second, tliat expense 
‘‘ incurred beyond vvliat necessity absplutc'ly rGCiuireS for the 
Ijrg^mtign ^ order and f()r pnj^ctio’n against fgreigu^ 
attack is and tjijfd, that the State should 

mand sums which vv()uhl result in J‘ 

the pi-gvi^g^^fo^^ This is the doctrine 

of hiissc::-fairc in its most extreme form, exi)ressed in the 
language of finance. The third point above referred to has 
been expanded by other writers until it has come to be ac- 
cepted l)y many English economists as the doctrine that taxes 
should always be levied upon what a man can save. Rogers, 
for example, says, in effect, that to tax what a man cannot 
save is roi)bery, which, if it means anything, means that the 
expenditure of the individual for support of government is 
not to be classed among necessary expenditures. 

That these views are not in full accord witli the attitude 
assumed in this treatise must be recognized from wliat lias al- 
ready been said respecting the nature of public expenditures. 
The financier is not at liberty to ])lace the individual over 
against the wState, or to ignore the fact that in some particulars 
public expenditure is different in character, and consec]uently 
subject to different rules, ffoni private expenditure. To fol- 
low the rule submitted by Parnell would result in depriving 
the piil)lic of some of its most important governmental func- 
tions in the development of civilization, for it would cut off 
all expenditures which rely for their justification upon the 
ultimate rather than the immediate advantage to citizens. 
Nor can the student, whose aim should be to emancipate 
himself from the superstition of phrases, admit that any pre- 
sumption lies against collective expenditures as such. All 
decisions must rest upon analysis, and not upon presumptions. 
It is not claimed as against Parnell that the State is justified 
in making use of the people’s money when the people could 

* On Financial Reform^ by Sir Henry Parnell, Bart., M.P. (1830), p. Il8* 
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secure greater advantage by expending it tliroiigli private 
agencies, but that the considerations which determine public 
and private expenditures in many classes of appro^oriatious 
proceed along planes far removed from each other, and that a 
comparison between them is, to say the least, a very difficult 
matter. The nde, therefore, is of little advantage except for 
declamatory purposes. 

( 2 ) The German Conception of Public Expeyiditurcs , — The 
theory of public expenditures entertained by many German 
writers, on the oVher hand, when pressed so far as to claim a 
presumption in favour of government whenever a new social 
function makes its appearance, is as erroneous as the one just 
considered. We may say witli Stein that parsimony is not 
economy, and that “ the saving proj)er for the statesman to 
consider is not that wliich always decides for the smallest 
amount, but'tliat which knows how to measure the amount of 
expenditure to the worth of the object.” * * * § We may even go 
so far as to allow some truth to the simile of Geffcken, wlio 
says; “The administration of finances sliould be conducted 
according to the rtile ])rcscribcd by nature, which everywhere 
abstracts moisture from the earth and the plants to give it 
back ag’ain in nourishing dews and rains.” y We may, 1 say, 
depart so far as this from the old conception of the relation of 
government to industry, and still deny that the State has the 
first claim on the products of current industry. We can- 
not agree willi Kaufmann when he implies tliat the funda- 
mental principle underlying the taxing system of civilized 
states ydaces justice to the citizen when compared with the 
needs of the State as a matter of secondary importance;;;: 
nor with Nasse when he asserts that “ it is not justice to the 
individual, but tlie realization of the means destined to assure 
the onward march of the vState and the accomplishment of its 
designs, wliich is the first object of taxation.” g It is pe)ssible, 
of course, to interpret expressions like tlie above in such a 
way that due regard may be had to the interest of the indi- 

* J.ehrhttch drr E'inanzwissenschaft, l)y Lorenz von Stein, p. 137, 

I Cf. Schonberg's Ifandhuch drr pUitisthen Oekonomir^ Vol. Ill, p. 28. 
Article by Geffcken on “ Cirundsatze fiir die Staatsausgaben." 

\ Cf. Kaufmann, Les Finances de la France, p. 37, I have the French 
and not the German edition. 

§ Quoted from Kaufmann. 
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vicinal citizen, but in view of German national history and of 
German pcMitical philosophy it is doubtful if such an interpre- 
tation is possible to a German economist. Austriati finan- 
ciers are not committed to so extreme an assertion of the im- 
portance of the State. A student imbued with the spirit of 
English jurisprudence, and who on this account must regard 
the State as an organ of society, cannot well understand how 
the claims of the State can thus be set over against the claims 
of the individual. 

(3) Conclusion , — The situation seems to be tliat the older 
English writers did not need a theory of expenditures be- 
cause the theory of government which they held implied a 
fixed limit to governmental functions; while the earlier Ger- 
man economists could not work out a satisfactory theory 
respecting the |)ublic use of money because their theory of 
government presented too strong a presumption in favour of 
the vState. As is so frec{Uently the case, the truth respecting 
public expenditures lies between these extremes, and can only 
be discovered by the concurrent study of [lublic and of private 
functions. As already suggested, a tlieory of public expendi- 
tures must l)e a theory of the evolution of the collective wants 

of indlvidtiaTs, and its fufther d(^vhlopment necessitates ah 

ah'alyyrfel^rth 0 "go verfhiV chtal f tmetiou s , ti ot aloh e as t Ii ey n o w * 
arc, but as they h<u;e^deveT^^ way caii' they 

"( 5 TS.snTed so as to enableTTie financier to determine the propor- 
tion of the social income ])ropcrly assigned at any time to the 
support of government, or to measure the relative intensity of 
the various claims made upon the public treasury. 

We arc tlius for a third i'ime l>rought back to the thought 
that a classification of public functions is necessary to the un- 
folding of the theory of public expenditures, although in each 
case the suggestion was approached from a different point of 
view. The first occasion for this remark arose out of the 
comparison of public and private expenditures, when it was 
suggested that the theory of expenditures for the State was 
akin to the thyory of consumption for the individual ; and 

* It is not possible to use the phrase “German Economists” as 
standint? for a compact body of thought. The criticism in the text is 
addressed tt) what perhaps may be called the second generation of 
Historical Economists, whose political bent was given them by sym- 
pathy with the growth of German power. 
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that as the latter rests on the law of the development of human 
wants, so the former rests on the law of the development of 
governmental functions, * 

The thought was a second time brought to notice by the 
statement that the theory of public expenditures is a theory 
of adjustments and apportionments — meaning by adjustment 
the assignment of a certain portion of the social income to 
expenditures through the agency of the State, and by appor- 
tionment the assignment of the amount thus set aside between, 
the various lines of public service. It was stated that before 
a budget can be framed the various functions of tlie State for 
which tile several chapters in the budget respectively stand 
must be classified in order to learn the relative importance of 
these functions for the life of the people. 

The necessity of the analysis and classification of public 
functions was for the third time brouglit into notice by the 
inade(iuacy of current rules respecting public expenditures. 
It was found that these rules were either too narrow to apply 
to the complicated conditions of modern society, or they were 
too comprehensive to allow of just discrimination respecting 
the relative claims of coercive and voluntary association. 
Some clear idea respecting the concurrent growth of public 
and private activity must he arrived at, and the manner in 
which each reacts upon the other must be duly appreciated, 
before specific appropriations for definite ends can come to 
have an explicit meaning. The claim of a definite appropriation 
is relative, and it is not until the function which it is intended to 
serve is fitted into the general scheme of social activities that 
the strength of this claim can l)e measured. In view, there- 
fore, of the persistence with wdnch the ([iiestion of govern- 
mental functions asserts itself, one is justified in the conclu- 
sion that it holds the key to the theory of public expendi- 
tures.* 

“ It is perhaps unnecessary to repeat that the Science of Finance 
has no opinion respecting the question of the proper limit of public 
duties. The form of government is for it a giveri condition. It is 
equally true that the judgment of the financier respecting the wisdom 
of extending the sphere of the Stale in any particular direction, even 
though his views be expressed in the form of a discussion of appropria- 
tions, does not attain the dignity of a theory of expenditures which can 
properly find place in the Science of Finance. 



CHAPTER III. 


•RELATION OF PUBLIC EXPENDITURES TO JHE CLASSIFI- 
CATION OF GOVERNMENTAL FUNCTIONS. 

The Protective Functtons ok Government. 

(1) Military Expenditures. 

(2) Police and Court Expenditures. 

(3) Expenditures for Protection against Social Disease. 

The Commercial Functions ok Government. 

(t) Characterization of Commercial Functions. 

(2) Tendencies in Expenditures for Commercial Functions. 

The Developmental Functions ok Government. 

(1) Expenditures for Education. 

(2) Expenditures for Public Recreation. 

(3) Expenditures for maintaining Equitable Conditions for the 

Prosecution of Private Business. 

(4) Expenditures for Public Investigation, 

(5) Expenditures for the Development of the Physical Basis 

of the State. 

Conclusion. 

The important question which the theory of expenditure 
asks regarding the several lines of public service pertains to 
the influence of a developing civilization upon the grants de- 
manded for the support of each service, and the discussion 
which follows will be with a view to some conclusion upon 
this point. 

11. The Protective Functions of Government. — Tlie 
public function which deserves first place in the classifi- 
cation of the services of the State, 1)oth by virtue of its 
importance and because it is historically the first to define it- 
self with clearness, is tJi e fuuctiqn of p rotection . The grant- 
ing of protection was originally a very simple affair — so far. 
at least, as the idea is concerned ; but with the passing of the 
centuries and the process of social evolution the protection 
which the State grants has taken upon itself several distinct 
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phases. At present a classification of governmental func- 
tions must recognise three sorts of protection which citizens 
receive frotn the State. These are as follows: i 

First. Protection against invasion from without. 

Second. Protection reputation, etc., or, 
to speak comprehensively, of all those rights which pertain to 
man by nature, or arc granted the citizen by common or by 
statutory law. 

Third, Protection against the spread of disease, either 
physical or social. 

(i) Military Expenditures . — Expenditures for protection 
against foreign invasion or encroachments from without may 
be properly designated as national military expenditures, and 
in early times this form of protection was the occasion of the 
larger portion of grants, whether of money, energy, or labour. 
Indeed, so vital is this function to the existence of society that 
other governmental functions were originally regarded as in- 
cidental to military service, and were on this account per- 
formed by the military leader. Witli the advance of civiliza-' 
tion, liowever, tlie relative amount of this expenditure, as well 
as the relative importance of the military chieftain, tends to 
decrease. In some cases this decrease is an absolute decrease 
in the amount assigned to the military service; but in a large 
number of cases, when congiared with tlie claims of other ser- 
vices upon the expenditures of the nation or with the aggre- 
gate amount which the nation has to spend (that is to say, 
the social income), the effect of time is to lighten the social 
burden of the military service. 

It may seem difficult to sustsan this claim in view of the 
expensive armies and navies which many of the modern na- 
tions maintain. Put there are two obseryatioipywd must 
be made before the military budgets of modern peoples can be 
accepted as proof tliat protection from foreign invasion is 
more burdensome now than formerly. 

First. In some cases the increase in military expenditures 
of the Imperial Government is due to the consolidation^ 

^ on£ ^ cem trop of w before. .existed in the - 

penditurcs. 

‘Second. Much of the expansion of military and naval 
budgets, of which so mtich is made in criticism of current 
politics, is due to thejrajpfidjieye^^^^ military 



PROTECTll^E FUNCTIONS OF CONCERNMENT. 


57 


science, winch gives rise to the necessity of improved army 
^pffplnents and of larger and more perfectly constructed 
battle-ships; and this is an apparent rather than a real in- 
crease of the burden in question. Wars, if not less frequent 
than formerly, are of shorter duration, and are accompanied 
with a smaller percentage of casualties than in former times. 
In reality, therefore, progress in the art of offensive and de- 
fensive warlike equipments has commuted the burden of a war 
from a cost estimated in labour and life to a cost estimated in 
money, and is, consequently, in harmony with the civilizing 
tendencies of the last ten centuries, as reflected in the finan- 
cial organization of modern as com[)arcd witli feudal states. 

A third observation, niight be made in tliis connection 
whicli, thougTi true, is not peculiar to tlie military cha])ter of 
modern budgets, namely, tliat, when comi)ared with the ag-i 
gregate expenditure, or with the source of income from whichf 
all expenditures are drawn, the cost of army and navy a|)])ears| 
to have decreased ratlier than increased in amount. 

To return, then, to the (jtiestion asked, there seems gr nnu! 
for concluding that the tendency of civilization is to decrease 
the burden which the necessity of protection against foreign 
invasion imposes upon the ])eoplc. This should he, certainly, 
the normal tendency. One mark of growth in what we call 
civilization is the continuous aj)pearaiice of new rights and 
the establishment of peaceful means for their adjustment. As 
international arbitration extends, armies and navies will be 
less fre(|uently called into service, and as the moral force and 
individual character of the several nations becomes move 
marked, the support of anuies for preservation of peace will 
become less necessary. If for a generation an opposite ten- 
dency should be observed, it is equivalent to saying that 
civilization has in this particular suffered a temporary check. 
C)ur general is thtijt..an absolute well aa j 

relative decrease inay be expected in iiuljlary e?cpenses as 
goes on. Some facts upon this point arc presented in the fol- i 
towing chapter. 

(2) Police and Court Expenditures . — The second form in 
which the governmental function of granting protection 
makes its appearance brings into prominence the civic relation 
of citizens ; that is to say, protection to life, property, and re- 
putation. This function gives rise to expenditures for police 
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and for courts. The function of personal protection, while 
not primitive, like that of protection which organic society de- 
mands for itself, is of very early appearance; and it is only ne- 
cessary to contrast the state of society in which personal 
prowess or cunning was the only guarantee of individual safety, 
or of continued possessi6n of property, with the present, when 
personal weakness or simplicity establishes a peculiar claim on 
government for protection, in order to appreciate how far this 
service of the State has developed. Thg g^penditures occa- 
"sioned by this service, however, haye not grown in-^ 
tojhdr in^))5^^ for two reasons. 

First. rVotcction to petst5iTr ‘p^^ and reputation 

consists chiefly in maintaining a condition of safety and 
decency in the community, and not in taking each indi- 
vidual consciously under the protection of government. 
There is no other phase of social activity where the economy 
of “ i^nufe^ can be so effectively realized. 

The service in question is subject to what may be termed the 
law of diminishing expense. 

Second. Of more importance, however, is the fact that 
among the normal results of an advancing civilization is the 
development of old personal rights or the birth of new ones. 
Now this means more than the rise of some claim on the part 
of any particular class of men : it consists rather in the general 
recognition of the justice of the claim, and in the conviction 
among the people at large that it should be granted. It 
means that man’s moral nature on its social side is brought 
under the influence of higher ideals; or, as it is sometimes 
; expressed, it means the development of social But, 

however charactcrizelfrit Is clear that in proportion as these 
moral concepts work their way in the community the neces- 
sity for ])olice enforcement of granted rights retires to the 
background, ddie reverse of this is equally true, and sug- 
gests a criticism on the budgets of some of our American 
cities. An increase of expenditures for police and for courts, 
at a rate more rapid than is justified by the growth or the 
shifting of population, or by the extension of duties imposed 
upon them, is proof of one of two things; it shows either 
that government is corruptly administered, or that the laws 
which the police and the courts are called upon to enforce are 
not regarded as just by the cornnuinity. That is to say, it 
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shows that civilization is in a condition of arrested develop- 
ment. Idle normal tendencj^ isJp^.pQlicQ 
to rest niQ»e and niprc Hglitly on .tJte .CPPiniuiiity as the years 

(3) Expenditures for Protection against Social Disease , — 
According to the classification acce*pted, the protection of 
society from the spread of social disease is a governmental 
function of the same sort as protection of life and property. 
The agencies for rendering this service arc of course quite 
various, and many of them, at least those which influence the 
budget in any decided way, are of comparatively recent origin. 
They do, however, at the present time make a very consider- 
able showing in the modern budget. A good illustration of 
the form of service falling- under this category is found in the 
changes in prison discipline and management which have 
followed recent investigations in the science of penology. It 
is no longer the thought that a criminal should be punished 
because punishment is in justice demanded, but that he should 
be restrained for the protection of society. So far as the 
criminal himself is concerned, the thought of reformation, or 
restoring him to society as a self-respecting and self-sustain- 
ing citizen, not ordy gives tone to prison management, but 
form to prison architecture. Crime is looked upon as a 
phase of social disease, and the treatment prescribed by the 
science of penology aims to cure that disease. This un- 
doubtedly renders the prison service more expensive than the 
old method of incarceration, or the plan still followed in some 
parts of this country of working convicts in gangs u[)on 
public higdiways, or of hiring them out for such rough work 
as they can be made to do. That is to say, the first invest- 
ment is more expensive and the ex])enditure per criminal is 
greater; but it is clear, if the criminal habit can be brought 
under control and the transmission of criminal tendencies 
checked by means of well-equipped prisons, reformatories, 
industrial schools for neglected youths, and the like, that the 
first cost should be regarded as a social investment the ulti- 
mate result of which will be to decrease the financial burden 
imposed upon society by the criminal class. 
dency therefore, of thisjdiapter^o^^^^^^^ ^ 

creaselrT'cfrfFcrS as the reformative policy succeeds,. 

Wnra It IS remembered tliat a criflimal reformed, or a man 
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saved from ])ecoining permanently a member of the criminal 
class, means the addition of a man to the ranks of producers, 
the investment of funds for the attainment of such i*fesults finds 
a double justification. 

Many other illustrations of this phase of tlic protective 
functions of the State 'naturally suggest themselves. S.ani- 
tary^regu]a for example, whicli aim to ward from the 
community the introduction of disease, or to check the spread 
of disease when it lias once gained a foothold, or to compel 
the observance of cleanly and healthful living, must be re- 
garded as protective in their nature. Asyl^iiiisjor the insane, 
and in general for all the defective classes, are also protective 
in cliaracter. The fact that they are a])proved because of the 
sympathy which is felt for the unfortunate does not change 
this fact. Poor-law regulations, the administration of so- 
1 called public charities, old-age pensions (should public assist- 
jance go so far), and other like activities on the part of the 
(State are the occasion of expenditures properly chargeable to 
5 the governmental function which we have termed protection. 

I Pauperism is so closely allied to crime and \dce on the one 
lhand, and to weakness, deterioration, and contagion on the 
other, that it, also, can be treated as a disease to be extirpated 
if possible, or to be localizetl and controlled if extirpation is 
impossible. Attention might be called to immigration laws 
as yet another illustration of this phase of protection granted 
through the agency of the State. But sufficient has been said 
to make clear the cliaracter of this service. 

It thus appears that society is exposed to a very consider- 
able class of social diseases the control of which requires the 
employment of the coercive power of the vState. The exercise 
of this control grants protection to the iudividiial and guards 
society against weakness and decay. Will the expenditure 
for this phase of protection increase or decrease with the de- 
velopment of civilization ? The answer given above with re- 
gard to prison administration applies in a general way to this 

I entire class of expeuditurcs. Assuming that no changes take 
place in the civic life or social structure by which the evils re- 
ferred to are engendered, such as increased congestion of pop- 
I Illation, increased concentration of industrial power, the intro- 
[duction of undesirable foreign elements, and the like, it may 
I be said that the normal tendency of an advancing civilization 
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is towards the decrease of the financial burden which this 

phase of protection imposes. The agencies required for 
granting th^ protection are undoubtedly the occasion of large 
expenses at their first establishment, but in proportion as they 
are effective in doing what they arc appointed to do, the ex-; 
pense which they occasion will tend t(j disappear. 

The general conclusion, therefore, with regard to the pro- 
tective functions of government is that the influence of pro- 
gress is to leSwSen their financial weight. Tlie greater increased 
el'Onomy of society which comes with a keener* perception of 
personal right and a clearer apprehension of social duties, as 
well as the increased health and strengtii of society, physical 
as well as moral, renders the appeal to the State for protection 
less frequent and less imperative. 

12* The Commercial Functions of Government. — The 
second class of governmental functions is suggested by the 
word which l)rings into prominence all tltose^pjta- 

Ti iercial that exist between a 

.State and its sulqects. We sliall first characterize these ser- 
vices so that there may be no misunderstanding respecting 
them, and then trace their inlluence upon public exjienditure. 

(i) Characterization of Comnicrcial Functions , — It may be 
said that all the functions of government are such as render 
services to tlie citizen, and that for this reason the phrase 
should not lie used distinctive of any one class or group of 
public activities. In the strict use of language this may be 
true, Init as employed in this analysis those services only are, 
covered by tlie phrase which are direct in their nature and 
wliicli acy^sjl mm selves p r i yia rily to tlie 
tlie froju. tile social needs .uf .tlic ,Staf c. Such 

services exclude wdiat the State does because essential to .it^,, 
own cxi0.^ux" or^ own deyeloptnent, and m tins regard 
diK-T from tile funcllon of protection wliicli we have already 
discussed, or of the developmental functions ivhicli will come 
up for discussion, as suggesting tlie third and final class of 
government a I duties. 

The most significant point of comparison, iKwevcr, be- 
tween the function of protection and that of rendering service 
to the citizen is that the latter does n^ ^ 
into exercise the coercive power of the vState. In the case of 
protection there must be uniformity of conduct on the part of 
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officials and conforinity of conduct on the part of citizens. 
There is neither choice nor alternative. It is not possible in 
the matter of protection for the relation of buyer and seller 
to arise between the sovereign and the subject. Protection is 
I not offered to be accepted or rejected as the citizen may 
I choose: it is imposed upon him whether he cares for it or 
not. In no other way could the “ condition of security ” to 
which reference has been made be established or maintained. 

In the matter of rendering service, on the other hand, the 
lattitude of government is entirely different. It is not the life 
lof the State but the interests of the citizen which are recog- 
Iniscd as the ruling consideration. The character of these 
interests is of no importance, the pertinent point being that 
the services which minister to them do not from their nature, 
or on account of the relation they bear to the organic life of 
the State, necessarily demand public administration resting on 
coercive power rather than private managenieip restin 
commercial inducements. This second class of governmental 
actKdties may then be characterized as the commercial or 
semi'-commercial activities of the State. 

It is manifest that commercial activities may be under" 
taken with a view to the service rendered or for the purpose.^l 
filling. Jhe p Tliese aims are in no sense ^neces- 

sarily antagonistic, although the rule according to which tlie 
rate of })ayment is determined when the State renders a direct 
service will differ in tlie two cases. Those activities which 
are likely to be undertaken for the pimpose of rendering a 
service rather than of securing a revenuf are such as address 
tlicmselves to some want universally felt, and are common 
; to all citizens irrcs|)ective of rd'eatity or situation in life. The 
vvairf alsb must be one in the sup])ly of which ccptiginy may 
be secur ed op of an extended and an assured mar]i;3. 
Tlic State may deem it wise to create a puldic monopoly in 
the case of such service, but such a procedure is not an es- 
sepdaj^fey^^ of the case. In judging of the universality of any 
particular want the extent of tlie jurisdiction of the govern- 
ment in question must of course be taken into the account. 
A local gov ernment may very properly enter upon a more 
comprehensive line of activities than the national government, 
since the more restricted the territory over which a govern- 
ment has jurisdiction, the greater likelihood wdll there be of 
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community of interests among its citizens. With this sug- 
gestion the above statement may be accepted without reserva- 
tion. > 

A large number of cases present themselves as illustrative 
of the functions undertaken by the State for the purpose of 
rendering services to citizens. The )V)st-office, which in all 
civilized countries is carried on by government, is i)er- 
haps the most universal example, and may be accepted as a 
type of many other services of the same class. Slightly dif- 
ferent in character is the function assumed l)y many govern- 
ments of carrying passengers, freight, and packages, of trans- 
mitting te legr aph messages, and of furnishing telephone ser- 
vice. It is assinned by many writers that these services are 
similar to that of the transmission of letters ; but the fact that 
there is no harmony in the practice of modern states respect- 
ing these I.)usinesses suggests that they may not possess in all 
respects the same characteristics. While the further fact that 
such governments as do own and manage railways, tele- 
graphs, and telej)liones regard them as a source of revenue,/ 
while letters arc coninionly carried at cost, renders this sug-j 
gestion highly i.)robable. All, however, wlien undertaken by) 
the State, l)elong to the same gen,eral class of public functions. 

Another illustration of public service rendered tlirough the 
agency of the State is found in workingmen’s savings-banks, 
insurance companies, and the like, although one is scarcely 
justified, owing to the limited sphere in which tliese agencies 
act, in saying that they represent an accepted governmental 
policy among self-governing people, dhe c|Ucstiona])le 
feature of this class of servic^ys, and the reason why one may 
entertain some doubt as to their ability to hold a footing 
among governmental functions, is, that they jiertain to the 
interest of a class, and a class interest is not easily recog- 
nised as a social interest. If. however, tlie business of bank- 
ing and insurance is acknowledged to lie within the sphere 
of government, it must be classed with the commercial activi- 
ties of the State. 

Somewhat akin to these services, though entirely different 
in their financial character, arc those acts of government sup- 
ported in part or in whole by fees or assessments. The full 
discussion of these services must be ])ostpoucd until the 
Classification of Public Revenue '' comes up for considera- 
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tion. It is sufficient for the present to note that in the classi- 
fication of governmental functions the recording of a mort- 
gage, the granting of a passport, the laying of a. sidewalk 
or the paving of a street, while of interest to society as a 
whole, do l)ring into prominence the important services which 
tlie government renders to a particular citizen. These ser- 
vices are not commercial in tlie sense that there can be any dis- 
pute as to the true i:)olicy of government respecting them, but 
they may be so regarded in the sense that tlie service is direct, 
and can be paid f(>r, in part at least, l)y liim who receives the*' 
benefit. It is on this account tliat tliey are assigned to the 
second general class of governmental functions. 

Many writers class among the commercial services of the 
State such undertakings as the administration of forests, of 
mines, of a system of irrigation, and the like ; and pnivided 
the care of these agencies of jiublic welfare is brought to a 
paying basis it is proliable that this classification is the most 
natural as well as the most helpful Mines are never under- 
taken except for profit, but in many cases the business is 
brought under public control where the accruing profit is not 
sufficiently large to warrant the undertaking did tlie govern- 
ment Iiave no ulterior end in view. Wherever forests are of 
long standing, also, and especially in those countries where 
forest lands have not been alienated, their output is considered 
as a commercial product, and the forests themselves are re- 
garded as a source of public revenue. On the other hand, 
where the lamls have been alienated and the forest destroyed 
by tlie sale of standing timber, if the government be induced 
to undertake the develo])ment oMlie forestry system it will be 
on account of the general a<lvantag^es accruing therefrom to 
society, and not for the purpose (.)f making them the source of 
public revenue. The same is true of an extensive system of 
irrigation, the ultimate purpose of which must be to reclaim 
arid lands, or to render lands already under cultivation more 
productive. 'Ihc; true classification of such enterprises, there- 
Tore, depends in large measure upon the country for which 
the classification is made. In tlie United States forestry and 
irrigation must be regarded as ministering to the physical de- 
velopment of a State, and on that account would he included 
under the third class of governmental functions wliich hold in 
mind the physical and social development of a people. In 
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European countries, on the other hand, v/here the sale of 
timber, cliarcoal and ash products, and the rental of water 
privilej^es' are made the occasion of specific payments from 
citizens, their administration must be regarded as service to 
be met by the payment of a price. 

( 2 ) Tendency of Rxpcndil lives for Commercial Functions . — 
The commercial or seini-commcrcial activities of a State, ac- 
cordiiyi;* to the foregoing analysis, include these three gen era-1 
ca tcgoi ies of piililic fimctions: first, services, sold to fife citi-| 
zen for a price ; second, services but partially covered l)y the^ 
price, the price l)eing called a fee or an assessment ; and, third,' 
services which justify pu])lic expenditure on account of the 
social interest involved, but which in the rendering give rise; 
to a by-product that may be placed on tlie market at a price.- 
The discussion now reverts to the original question, which 
asks what relation these industrial or semi-industrial activities 
of government hold to j)u].)lic expenditures ; and for answer- 
ing this (piestion eacli of the above-named categories must be 
considered l)y itself. 

With regard lo the purely coijiinercial services, like the' 

post-offu'c, railways, insurance, and the like, the cniraTice of 
the government into the industrial field neither increases nor 
d(‘creases the financird drain upon the social income. .Pro- 
vided the standard of living maintained 1)\ the people bo the 
same, and cons^.-([uentIy the market for a given service as- 
sured; provided the vState and private agencies are eipially 
efiieient in tlie rendering of tlie service; and provided the same 

rule be adopted fe>r determining tlie price of tin.' service the 

social exjtenditnre will l)e nUaffeeted, no matter how far the 
vState ])roeeeds with industrial fnnetions. d'he (|nestion does 
not, therefore, |)ertain to the theory of ])iibljc e\penditiu‘es, 
as such. It is fnndanient;dl\ a question as to the agency 
through which a definite porti<m of the social income will be 
ex])ended. T\\q above conclusion must be alloworl, even 
though the State decide to make a particular service the 
source of a general income hy charging a price in excess of 
the cost, inasmuch as all that is secured in this manner will 
lessen the amount to be taken from the income of citizens 
through taxes. The social income by which all social func- 
tions are supported must include th.e earnings of public as 
well as of private industries. 
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There is one way in which the State will be likely to in- 
crease the current payments for those services which it un- 
dertakes beyond what they would be if the serVice were 
consigned to private control, and that is by giving greater at- 
tention to social and na^tional development than to business 
considerations. (.)ne of the chief arguments urged by German 
writers in support of government railways is that the poor 
districts as well as the rich districts will in this manner be pro- 
vided with traii\sportation facilities. Such a policy would, 
naturally lead to a greater expenditure for the service of trans- 
portation than if rendered by private corporations, and, in so 
far as this l)c the case, the expenditure would tend to fall 
under the general head of investments of capital for the pur- 
pose of national development. It is likely, also, that the rule 
for determining the price of certain classes of services would 
be determined hy social rather than commercial considera- 
tions, as is decidedly the case in connection with postal rates, 
so that a rich locality might be called upon to pay more than 
its proportion of the aggregate cost of the service ; btit the 
aggregate cost to the community as a whole would not on this 
account be in any way affected, except so far as traceal)le to a 
more extensive rendering of the service in question than 
would otherwise be the case. 

While it is doubtless true that the burden on the social 
income is affected in no very marked degree by the assump- 
tion of industrial functions on the ]>art of the State, the a.gg:*(> 
gate expenditures of gnjvernment are of course greatly in- 
I creased. This is shown in the local and national budgets of 
most modern peoples, especially ’in England and on the Con- 
tinent. Whether or not the extension of government indus- 
tries is '' in the line of advancing civilization ” is a question 
about which history makes no absolute reply. The facts are 
variously interpreted. By some the extension of industrial 
functions under the direction of government is termed socialis- 
tic, and socialism is regarded as the inevitable and desirable 
outcome of democracy.^ There are others who, while agree- 
ing to characterize this tendency as socialistic, see in it a per- 
version of democratic concepts, and claim that the permanent 
tendency is toward the extension of private enterprise under 
voluntary association. 

There is still another class of thinkers who do not consider 
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it worth while to define socialism in tlie language of govern- 
mental functions, but who assert that under present conditions' 
certain inclustrics can be managed by government with better 
general results than by private enterprise, and who assert that 
tills is ample justification for the asspmption by government 
of industrial functions. These thinkers do not regard any 
theory of social organization as important. The jiractice of 
tlic English-speaking people in the past seems to them emi- 
jiently sensilile, that is to say, to permit sockd principles to 
emerge from discussion of particular cpiestions rather than to 
undertake to decide specific cases on the line of d priori prin- 
ciples. If Manchester desires to own street railways, let Man- 
chester try the experiment. If the experiment is successful,! 
other cities will probably follow its example; if not, other! 
cities will he saved a false step. 

In such a condition of uncertainty respecting current 
opinion as to the interpretation of the assumjition by the 
government of industrial functions, one cannot state with 
any degree of confidence what the future of public expendi- 
tures of this class is likely to be. They have increased enor- 
mously during the past forty years, nor is there any evidence 
that the tendency is exhausting itself. It seems probable, 
when one regards the social evils wrought by corporations in 
certain industries of collective interests, that local govern- 
ments at least will expand rather than contract the sphere of 
government administration. But whether this be true or not, 
the important fact for the student of finance to liold in mind 
is that public industries are a source of income as well as of 
tile amount of indiistrial exp^^^^ 

a matter orj^^^^'inTn^ question turns 

lipTim "W of the means of satisfying certain common 

collective wants, and this is a question of the relative efficiency 
of two methods of investing a given amount of capital, and not 
of the relative amount of capital invested. 

It is possible to answer a little more definitely with regard 
the sejjitxui^ paid for in part by fees and 

assessments and in part by general taxes. Thesg,.ex|>cndi-J 
tures will u^^^ tend to increase with the increasecl 

is true 

because the demand upon government for a certified evi- 
dence of its presence, its approval, its guarantee of right 
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or privileg-e, its attestation, its voucher, its assistance in 
legal processes, and the like, for which fees are paid, 
must increase. It may be that the collective or social iii" 
terest will become so important that the attempt to assign 
any portion of the cost (id these services to particular citizens 
in the form of a fee will be al)andone(i, l)nt tlic presence of 
government in the varied relations of life can never be less 
than at present, except indeed society enter upon a period of 
decay. * 

The above conclusion is etpially true of asses^nents. 
Payments for bearing in part or in vvliole the improveimmts 
necessary to an agreeal)le and healthful nmnicipal life, such 
as sewers, ^vaterworks. sidewalks, ])a\'ing, and the like, are 
certain to increase as long as the imlnslrird forces continue to 
increase url)au po]nilatiou. In a sense assessments do not 
constitute a j^ayinent for jniblic services at all, Imt ratlier an 
investment of private capital, since the nanilt of the exj)endi- 
tiire is t(j raise tin* value of property ; and the only jnstifK/ation 
of interference by government in the matter is the imperative 
necessity of imiiorm atUion on tlie pari of the liolders of ])ro- 
perty within the ninnicipalily. ld:.)r the present pur])<>se, how- 
ever, this distinction is of no great importance. So long as 
cities continue to grow, ])aymcius in the form of assessments 
will coiitinne to increase. 

It is not necessary to ])a?s judgment in this C(.)nnectiou 
upon iiayments incident to forestry, irrigation, the avlminis- 
(ration of mines, and tl^e like, since the undertaking of such 
services in this enuntry would under present conditions be 
regarded as general ratlier than direct services. 

13. The Developmental Functions of the Government. — 
Those lines of public activity which, according to the analysis 
iiere adrqited, comprise the third and final class of govern- 
mental functions, arc sucli a.s spring from a desire on the. part 
of ^ .society; higher, forms of social life. The asjiira- 
tion of individuals, although necessary to this end, is not 
adequate for its realization; it is equally important that so- 
ciety in its organized capacity should enter u]:)on a series of 
orderly changes under the direction of a definite programme 
of social development. The theory upon which sucli a pro- 
gramme rests is supplied by niodoni science and modern 
philosophy, and assumes that it is possible for the State to de- 
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tennine^ in a large degree, the conditions under which men 
live, and in this manner to make intelligent selection of the 
influence.^, by which they arc surrounded. Thus the struc- 
ture of society and, in a measure, the character of the citizen 
lie within the choice of those who formulate and execute laws. 
To make use of the language of rnddern philosophy, society; 
is a conscious organism ca])able of determining its own en-j 
vironment, and consequently of directing its own growth. It| 
is tliis thought which warrants the acceptance of the phrase 
dc7'cIopmcnial fiinctions of government as giving adcciuate ex- 
pression to that comprehensive line of pul)iic duties by which 
the conditions of life are determined, so far as they are de- 
pendent upon law and administration. 

It may be suggested by the critic that all functions of \ 
government minister to social and individual development, and j 
on this account that it is improper to set aside any definite ^ 
group of functions as developmental in character. In a sense 
this is true. The protection of life and propert}', for example, 
affords conditions which invite healthful activity on the part 
of citizens; but tlie protective functions of the State are ad-j 
dressed ])rimarily to the evils of society, and are efficient in 
proportion as they repress tlie perverted inclination of indi- 
viduals or destroy the un])ropitious conditions in society. 
d1ie develo[)mental functions, on the other hand, recognise: 
the good in human nature and the useful in society, and are 
successful in proportion as they lead ti) the growth of wdiat ■ 
is good and the fruitage of what h useful. Both classes ofj 
pul)lic duties are neces.sary to social development, but tlie one| 
being repressive in its nature, while the other undertakes a| 
process of cultivation, there seems to be a clear difference be- 1 
tween them — a difference which is most significant when con- 
sidered in its relation to the natural law of public expendi- 
tures. 

It will be of assistance in tracing the influence of the de- 
velopmental functions of government upon pnl)lic expendi- 
tures to analyze a little more closely the forms of activity 
which they embrace. Of these there are at least five suffi- 
ciently distinct to warrant separate consideration. They are 
as follows : 

1. The function of public education. 

2, The function of providing public recreation. 
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3. The function of creating and maintaining those legal 
and administrative conditions in which private business enter- 
prises will be conducted in a just and equitable maniter. 

4. The function of public investigation, by which society 
may come to a knowledge of itself, and furnish to the adminis- 
trator and to the public a\; large such information as is neces- 
sary to guarantee the normal working of the principles of 
popular government and of voluntary association. 

5. The function of developing the physical basis of the 
State in so far as that cannot be judiciously accomplished by 
private enterprise. 

(i) Expenditures for Educaiion , — It is not necessary to con- 
sider at lengtii the educational functions of the State in order 
to set forth the familiar arguments by which all civilized na- 
tions have been led to make more or less ample provision for 
public instruction. It is sufficient for our present purpose to 
observe that the institution of ])ui)lic instruction is one of the 
many results of the general recognition of solidarity in social 
interests. It is tlie natural unfolding of the theory of social 
relations which asserts that the cultivation of the individual is 
of greater relative ini])ortanc(i to society than to tlie individual 
himself. This truth may be illustrated from any branch or 
phase of education whatever, whether it be a common-school 
education, industrial or trade education, professional or tech- 
nical education, art education, or what is called the higher 
general education. In every instance an analysis of the social 
! results shows that the benefit of an education to the individual 
is proportionally less than its advantage to the other members 
of the community. The physiciag, for example, would secure 
relatively as large an income and enjoy as marked social dis- 
tinction on the basis of a less perfect as of a more perfect 
|)reparation for his profession, provided only he has acquired, 
according to his talent, the average or customary education 
of his class. Except for the scientific interest he may feel in 
the discovery of new truths, he has nothing to gain by raising 
the general level of professional practice. Tliey who take the 
physic, and not they who give it, arc in a position to appre- 
ciate most keenly the importance of high attainments in the 
medical profession. The line of reasoning involved in this 
illustration applies equally well to any phase of education, and 
makes clear the truth that the effective demand for profes- 
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sional or personal excellence is a social and not an inclividiial 
demand ; and it is on this account that the true significance 
of an educational system, its relation to the progress of 
civilization, and the duty of government respecting it cannot 
be appreciated except it be considered from a social or col- 
lective point of view. , 

The fact that education is a matter of public concern is, 
however, scarcely adequate to justify its supjiort at public ex- 
pense. Why should not he who receives instruction pay its 
cost, or, if sucli a plan for any reason be regarded as untenable, 
why should not exclusive reliance be placed on private endow- 
ment ? These questions must be answered before the natural 
law of public expenditure for educational purposes can be 
discovered. 

The reason why education cannot be consigned to private 
enterprise is that the commercial expression of the social de- 
mand for individual excellence, that is to say, the willingness] 
to pay for expert services, is not arleijuate to guarantee the| 
needed supply. This is true, because it requires either ex-- 
perience or imagination to appreciate the wortli of trained 
service, and until universally appreciated the pecuniary in- 
ducements accruing will not warrant the investment of time 
and money in its attainment on the part of him who practises 
a profession. Now the public at large cannot have expe- 
rience with a quality or grade of attainment until it becomes 
the coitunon possession of the class or profession that makes^ 
tise of it, and the imagination which calls it into existence is 
not spontaneous, but imitative, so far as the mass of the popu- 
lation is concerned. It is essential, therefore, if orderly pro- 
gress is to be secured in the arts and the sciences, through 
rendering universal tlie exceptional attainments of individuals, 
that the wState, availing itself of the judgment of experts, 
should have a directing voice in all matters pertaining to 
education. 

That the State slionld provide the means of education as; 
well as prescribe the grade of attainments for those who pur- 
pose to render social service is equally conclusive, although 
the reasons which may be assigned for such a conclusion are 
not so simple of statement. It is a pertinent fact, though not 
final in the argument, that all great education systems have 
been developed under the influence of a social necessity ex- 
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pressed with more or less clearness through the medium of the 
State. Confining our attention, however, to those peoples 
who aim to realize democratic ideals, it is essential for the 
i modern State to support public instruction, because there is 
5 no other way to guard against the fading of its own ideals 
! through the rise of an aristocracy of learning. It is natural 
; that institutions that look to the wealthy for further endow'- 
I rncnt should be influenced in their administration by the in- 
terests of the wealthy class; it is natural, also, that the charge 
for instruction in such institutions should conform sornewdiat* 
to the cost of rendering it : both of these results follow as a 
matter of course from the introduction of commercial prin- 
ciples into education, and it recpiires no great insight to per» 
ceive that the final result of exclusive reliance upon private 
benefacti(3ns for any phase or grade of education will be that 
the instruction provided wn'll not only reflect the interests of a 
class, but will be confined to a class. This is no place to dis- 
cuss the far*- reaching consecjuences of such tendencies. To 
say that they are not in liarmony with the ideal of democratic 
civilization is to express but mildly a great truth. A State 
which aims to perpetuate democracy cannot decline to make 
ample provision at |)ublic expense for all phases and forms of 
education. In no other w^ay can a system of public instruc- 
tion, wiiich is by far the most potent agency in shaping 
civilization, be brought to the support of democracy. 

It must be rememliered that the natural law of public ex- 
penditures, wdiich it is the purpose of tins analysis to discover, 
assunws the permanency of popular government. It assumes 
also an efficient democratic sentirpent wdiich stands not alone 
for equality of opportunity, but for a high plane of individual 
attainment and a high grade of social development, ddns l)e- 
ing the case, education wall inevitably demand a continually 
increasing share of social expenditures, and in proportion as 
the antagonism betwa^en private endowment for education and 
the ideal of modern civilization is apprehended will the source 
of this expenditure be the contribution of the people to the 
treasury of the State, rather than the gifts of the fortuitous 
wa'althy. in the educatioual Inidget, 

thereforej mtist ,he expegtgd as; a natural result of 
yeiopffieht, and may be accepted as a normal expression of ..a 
healtliful^s^giet^."^^ 



DEVELOPMENTAL FUNCTIONS OF GOVERNMENT. 


73 


(2) Expenditures for Public Recreation. — The line of reason- 
ing presented al)Ove applies with slight modification to {)ublic 
recreation.^ What is commonly termed recreation is in part 
educational — a remark wliich applies to music, the drama, art 
and art museums, books and public libraries ; in part it is 
designed to give rest and refreshment — as is true of public 
parks and public gardens ; in part it is designed to bring out 
the nolhlity of life by enabling the individual to associate with 
what is dignified and satisfying— as, for exahi])]e, beautiful 
streets and worthy buildings. The suggestions to wliich a 
consideration of ‘ptiblic recreation gives rise have indeed a 
broad outlook. Their point of view is that of the collective 
interests of society ; their ideal, the pur])osc to make life a 
thing of worth. One is not, of course,, at liberty in a practical 
treatise to rest important conclusions upon a forecast of the 
future; but the opinion may perhaps be ventured that 
government is coming more and more under the inlhietuK* of 
the consciousness of collective interests; ami that as «)ne re-^ 
suit of such a tendency, an increase in the expenditures of theS 
State f(:)r pulilic recreation (that word being used in its com- 
prehensive sense) may confidently be expected for years to 
conic. Especially is this likely to be observed in tlie budgetsi 
of municipal governments. 

(3) Expenditures for maintaining E(juitahJc Conditions for 
the Prosecution of Private Business. — Among the concessions 
made by economic theory during the last tliirty years is the 
recognition of the necessity of prescribing the conditions 
under which contracts may be concluded and voluntary as- 
sociation estal)lished. While*industries remained small, be- 
fore factories were established, and before a world’s market 
had l)een created by the use of steam in transportation, the 
arguments in favour of unrestricted and unregulated com- 
j;)etition were fairly conclusive; but since the industrial 
Revolution has modified class relations and sliifted the 
('entre of industrial power, the evils that follow the attempt 
to make an absolute separation between state and industry are 
so manifest as to compel the recognition of industrial functions 
on the part cvf government, in addition tf) tlie function of en- 
forcing contracts and protecting ])ro|)erty. Tlie conservative 
expression of the sentiment thus engendered, which acknow- 
ledges the inadc(]uacy rA tlie theory of non-interference, is 
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found in a demand for the extension of the sovereign power of 
• the State in two directions : firsts in determining the plane of 
■; competition where competition may safely be allqwcd; and, 

■ second, by substituting the control of (/i/ai'/-judicial tribunals 
for the control of commercial forces in those industries in 
which competition is observed to work badly. The former 
leads to a long line of legislative acts technically known as 
“ I'actory Acts,'' the latter leads to the establishment of 
public “ Commissions." 

[ It is the pdri)ose of l:)Oth of tliesc agencies of the State to 
J realize in industry the ethical ideals approved by the social 
i conscience. Factory legislation depends for its efficiency on 
|the exercise of ])olice supervision. The service of mining in- 
sj)ectors or factory ins])cctors is, for example, in its nature a 
police service, and the general conclusion arrived at respecting 
the natural law of expenditures for protective governmental 
functions applies in the main to this class of public duties; 
that is to say, the expense of the service tends to decrease in 
pro})ortion as the service is effectively rendered. There is, 
however, in the case of those functions of government which 
aim to determine the plane of competition this peculiarity: 
the ideal of society as to what constitutes justice tends ever 
to a more refined conception of industrial ethics, and on this 
account the successful administration of a law which has fixed 
a certain plan of industrial activity prepares the way for fresh 
legislation by which the cpiality of business conduct is ap- 
proximated yet more closely to the ideal of justice. This 
means that expenditures for the administration of factory laws, 
provided they are successfully ^administered, will make clear 
the necessity for yet further legislation of the same sort, and in 
consequence become the occasion of constantly increasing ex- 
penditures. Such is the law of expenditure for those govern- 
mental functions which aim to realize in business life a plane 
of business conduct approved by tlie moral sense of the com- 
munity. 

The same conclusion follows from a consideration of the 
conditions that render commissions a necessary part of the 
machinery of those modern states which hesitate to own and 
manage such industries as from their nature are superior to 
the satisfactory working of competition. To avoid misunder- 
standing, it may be said by way of illustration, that the busi- 
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ness of inland transportation is typical of the class of indus- 
tries referred to. Many are the evils, political, social, and in- 
dustrial, wJiich result from consigning tins industry to the 
control of competition, and it is now universally recognised 
that railways must either be owned or controlled by the 
government. It would be out of phux* to consider here the 
arguments for public control rather tlian govermnent owner- 
shi]) ; it may, however, be remarked that if the former ])olicy 
be a])prove(l by i)ul)lic opinion, as is the case* in the United 
States at the present time, it follows that commi'ssions must be 
established with adecjuate power and ample means. 

lint the necessity of commissions does not stop with the 
railway industry. Modern industrial life tends continually j 
towards the crystallization of larger capitals in many lines of; 
industry. The monopoly problem presents itself under many* 
forms, and, with the continued differentiation whicli marks 
the business life of the day, it may be expected that new phases 
of that problem will continually present themselves. Now 
what is known as the comiTiissio according to which 

the government claims tlie right of representation on the board 
of management of a business enterprise for the purpose of 
guarding the interests of the public in its administration, must; 
be granted a development pari passu with the development | 
of the dangers to whicli those interests are exposed on ac-| 
count of the growth of large industries; and from this iti 
follows that as long as industrial development tends to the^ 
concentration of capital, so long will the govemrnent be ol^ligcd 
to extend this domain of its activity for the purpose of guard- 
ing society against the evils spre to arise from the crystalliza- 
tion of industrial power, and of directing the power thus 
generated to tlie service of the State. This means that the, 
expenditure of government for the control of monopolies must, 
continue to increase so long as industrial society continues to 
develop along the lines it has followed during the last half-, 
century. 

The normal law of public expenditures, therefore, for the 
support of factory legislation, or public commissions, these 
phrases being accepted as typical of the class of expenditures 
in question, is that such expenditures will coji^iejo^ 
until industrial development has run its course, or until by 
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some great upheaval in society the character of government 
itself shall have been changed. 

(4) Expenditures for Public Investigation. — M^ny reasons 
might be assigned why public investigation is to be classed 
among the developmental functions of government. Not only 
is a knowledge of conditions and tendencies, which can alone 
be obtained through careful statistical research, necessary to 
a rational programme of social progress, but at tlic present 
juncture in social evolution an extended use of statistical in- 
quiry and of the right of investigation on the part of ad- 
ministrative boards is essential to the realization of either of 
the two theories t^f government which present themselves for 
approval. Reference is here made to tlie. theory of collective 
management of monopolistic industries on the one hand, 
and to the theory of governmental control over monopolis- 
tic industries on the other. The former is sometimes 
termed socialism ; the latter, new indivi<iualism. It is not 
intended to consider the function of public investigation 
or of statistical inquiry from the point of view of State 
socialism farther than to remark, tliat any political 
adjustment which relies upon the arbitrary adjudication 
of State officials, rather than upon the spontaneous activity 
of individuals, for attaining social progress must bring 
into prominence a universal system of industrial accounts. 
One of the chief activities of a socialistic government would 
;bc to kee|) the l)ooks of the social industries. In so far as 
! socialism is realized, therefore, an increased expenditure for 
! the collection, the classification, and the compilation of facts 
: must l)C ex])ected. 

The function of public investigation is not less important, 
thougli it may perhaps be applied in fewer lines of industry, 
where it is the purpose to solve the modern monopoly and 
labor problems in hannotiy with the theory of personal liberty 
as developed l)y the English-speaking peoples. A word of 
explanation may be necessary to make this clear. According 
to English political philosophy an extreme expression of the 
doctrine of industrial liberty w'ould restrict the functions of 
the State to the jwotection of life and property and to the en- 
forcement of contracts, reliance being placed upon commercial 
forces or, as it is termed, the principle of competition to 
guarantee reasonable prices and equitable treatment to the 
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public. The evolution of great industries, however, has shown 
that this tlieory presents but one side of a complete pro- 
gramme ot social development. There are some industries 
which are not subject to the satisfactory control of competi- 
tion, and upon these the State must impose judicial or ad- 
ministrative restraints. Whether tliese restraints sliould l)e 
judicial or administrative depends upon the nature of the in- 
dustry ; but in either case a full and complete knowledge of 
tjie farts ])ertaining to the business, and to *}he conditions 
under whicli the business is carried on, are essential for effec- 
tive control. It may be expected, therefore, as iiulustrial so- 
ciety !)ecomes more and more complex through the difiPeren- 
tiation of industrial functions, that new questions will arise 
for adjudication and new l)ureans of administration estab- 
lislied : and it needs no argument to ])r(.)ve tliat an extension 
of ])ub]ic investig^ation will be a necessary accom|)animent of 
this tendency. 

Id)!* the ]>urpose of making this point clear, reference may 
he made to the reliance of the Interstate ('onimerce Commis- 
sion ujjon statistical investigation. The chief purpose of tlic 
law which created this Commission was to al)olish the t)rac- 
tice of discrimination. With this end in view a special trilnuial 
was created, clothed with the power to iin'estigatc cases of 
discriminati(m and to secure frc>rn tlie courts summary ])ro- 
cedure for the juirpose of causing such discrimination to 
cease. Now it would ])c i<llc to sup])0.sc that five commis- 
sioners could exercise police surveillance over six or seven 
hiindrefl railwav corporations having in their emplov upwards 
of nine luindred thousand men. Reliance must be |)laced for 
the execution of tlie law upon tlie willingness of shippers 
against whom the railways have discriminated to ]>ring their 
complaints to the Commission. Tbit tliis tliey will not do ex- 
cc])t there lie some certainty of quick redress. Shippers who 
suffer tlic evils of high rates while their competitors enjoy 
low rates will prefer to carry their complaint to the managers 
of the railways and extort from them like privileges for them- 
selves. This suggestion leads to the following conclusion: 
that, as a condition requisite to the execution of the Inter- 
state Commerce Act, it is essential that the accounting system 
of the railways should be organized as a unit and placed under 
the control of the Commission, and that the Commission 
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should in this manner have access at first hand to all the facts 
in any case which may possibly arise. This meiinjfs that the 
success of the Interstate Commerce Commission relies very 
largely upon the development of its statistical service, since 
in no other way can th^^ act become self-executory, that is to 
say, rest for its guarantee of execution upon the interests of 
aggrieved parties. The reasoning employed in the above 
illustration is equally applica1)le to all cases where it is sought 
to guard the public against the evils of monopolies, great in-* 
dustries, trusts, and the like, through judicial or administra- 
tive control. 

From another point of view, also, does the function of 
public investigation jwesent itself as of continually increasing 
importance. Tlie theory of society which relies upon the 
spontaneous activity of individuals for progress, except in 
those industries wdiich are by nature monopolistic, appeals 
to the principle of competition for securing commercial equity 
and justice. The chief obstacle to the realization of this theory 
is found in the uncertainty which surrotuids business trans- 
actions. This being the case, no government which aims to 
apply the theory of laisscc-fairc to non-monopolistic indus- 
tries can evade the necessity of making large expenditures 
for the purpose of collecting, compiling, and publishing those 
commercial facts which are essential to safe business calcula- 
tions. As publicity is essential to tlie spontaneous execution 
i those laws which aim to control monopolistic industries, so 
Iso is publicity necessary to provide the conditions in which 
he competitive theory may \vork satisfactorily for industries 
llhat do not tend tow^ard monopolistic organization. From 
whatever point of view, then, one considers the future, whether 
that of socialism, of governmental control over monopolies, or 
competitive control over non-monopolistic industries, the 
student arrives at the same conclusion with regard to the law 
lof public expenditures. Governments must continually in- 
crease the amount of money placed at the disposal of their 
statistical service. The function of public investigation is one 
which must expand with the development of society. The 
principle of publicity is a most important principle for the 
[ realization of voluntary association. An increase in the ex- 
penditures for statistical investigation is not only a result of 
social development, but in its turn comes to be a cause of 
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further development; and the opinion may be ventured that 
no class of p^penditure, excepting^ only that incurred for public 
education, is of more vital importance to the interests of tlie^ 
State. 

( 5 ) Expenditures for the Development of the Physical Basis 
of the State . — The last of the developmental functions of 
g-overnment, according to the classification here adopted, 
pertains to the development of the fiscal conditions of the 
^itatc. There is here included all those lines of .activity which 
call for an investment of public capital and which are com- 
monly included under the general jihrasc public works/’ 
Adopting the conservative view, such iinTStigatioTrAvouTd ni- 
cludcd the appropriation of pulilic moneys for works of un-; 
doubted advantage to society at large, l)Ut to which private 
capital will not be attracted on account of the uncertainty of 
profit or the long time covered by the investment before any 
profit may be realized. Torcstry, irrigation, the dredging of ! 
rivers, and building of canals, docks, lighthouses, and the like, 
arc illustrations of the investments in question. It is only 
necessary to mention what is embraced in this class of govern- 
mental functions to warrant the conclusion that the expendi- 
tures which they entail will tend to increase with the growth' 
of society. Density of populatioiT, increase of wealth, and 
advance in the mechanical arts will induce each succeeding 
generation to contribute more largely to that class of invest- 
ment which gives a return in the form of public utility, rather 
than in the form of private income. Without further analysis, 
therefore, it may be concluded that the function of fleveloping 
the fiscal basis of the State, in so far as that cannot be accom- 
plished by private enterprise, will, like the other developmental 
functions of government, tend to increase rather than de- 
crease its demands upon the public treasury. 

14. Conclusion. — It is possible to summarize the results 
of the foregoing analysis and present them as a general 
conclusion upon the subject, and in doing so the division of 
the functions of government into Protective, Commercial, 
and Developmental will be observ^ed. 

Thy prot aaUvn. funcHons of the State tend to d[ecre^^^^^ 
th eir cj^it ns upon the ^oclaTTiiconK^^^ is true because the 

protectivrKrnHJm^ to social develop- 

ment bv repressing the unpropitious forces in society, thus 
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giving the propitious forces an opportunity to operate. They 
work in the same direction as the developmental functions of 
the State, but by a reverse process. The succesi of the re- 
pressive activities of the State tends to curtail the necessity 
of tlieir exercise, so that in proportion as ample expenditure 
for tlie ])r()tective funclions is granted where there is need of 
their exercise, will society subseijuently be relieved from the 
necessity of appropriations for this service. The practical con- 
clusion from such a law of expenditure is, that a g-oyernment 
cannot afford to hesitate respecting this service. As protec- 
tion is the ];)rimitive function of g«^vernment, so it is relatively 
more important than any of the duties of later development. 
‘The increase in appro])riations for r>t]icr functions may, and 
in a healtlifully progressive state will, arise in part from the 
savings whicli accrue on account of the success attending the 
performance of the jn'otective functions. 

In order, however, to properly apprehend this part of the 
law of expenditure for progressive peoples, it is necessary to 
make three observations respecting it: 

I (n) The law applies more strictly to the exercise of “ |)oIice 
i)Ower ” than to rite exercise of the military power, for tlie 
j reason tliat the former is exercised under the jurisdiction of 
’Ji single system <jf jurisprudence, while the latter irnplic's con- 
troversy between se^■e^al nations wlricli may or may not oon- 
fonii in the order of tlieir tliinking to a eoinmoti ideal of jus- 
tice and liliertv. In the one case, controversy invites tlie 
clevelojniient of social ethics tbrougb a rermenieut of [lorsonal 
rights: in the other case, nothing is decided as the result of 
the controversy except the relative strengtli of armies and 
^ navies. For this reason, while it is possible to speak with 
; some degree of assurance res])ccting the normal trend of po- 
Jlice ;md court exjxmditures, the financier is not at liberty to 
'speak with any great degree of certainty respecting the trend 
;of military ex|)enditurcs, 

(b) The second observation pertains to the statistics of 
expenditure rather tliau to tlie law of expenditure. In con- 
sidering the apiiropriations for protective service from year 
{ to year, it rnnst he recognised that a part of the expenditures 
I charged to current expenses in the ordinary accounts of na- 
itions is in reality an investment of capital. It is as true of 
I public as of private administration that expenses may be cur- 
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tailed by the employment of costly machinery. This remark 
applies to all the protective functions of the State. 

(r) It Anist also be held in mind that the protective func- 
tions of government so modify the nature of the service which 
they render from year to year that, should the services of 
policemen to-day be compared with those of fifty years ago, 
marked change in the nature of those duties would be ob- 
served. It would not of course be correct to say that the law 
of expenditure for police service must be confined to services 
6f exactly the same sort; but at tlic same time* it must be ad- 
mitted that social development has occasioned an expansion 
of the functions im])Osed upon the police power, and that the 
statistics of expenditure for this service must l)e interpreted , 
in the light of these constantly expanding functions. With 
these observations, all of which are gleaned from the pre- 
ceding analysis, no misconception can arise from the state- 
ment that puf)lic expenditures for protective functions of the 
State tend to decrease as society develops. 

Our conclusion respecting the commercial expenditures' 
of the State is that they iiave nothing to do with tlie theory' 
of public expenditures. So far, however, as they are general 
in character it is ])roL)able that they will increase rather than 
decrease with social devclopmeTit. 

The law of expenditures for the developmental functions 
of the State is that they tend constantly to increase with arij 
increase of social intelligence and with the progress of social^ 
differentiation. Tlieir peculiarity stands forth most clearly| 
when placed in comparison with the expenditures demanded 
by the exercise of the i)rotecjive functions. vSuccess in the 
administration of the protective service tends to decrease the 
amount demanded for that service in subsecjnent years; suc- 
cess in administration of a developmental service, on the other 
hand, results in an increased demand for services of the same 
class. The only observation wbicli it is tiecessary to make 
lest the student nii.sapprehend this generalization is that the 
police power is used by modern peoples as the agency 
through which many of the developmental functions of the 
State are carried out. The police service is broader than po- 
lice protection ; and much of the expenditure incurred for 
maintaining what is technically known as the protective agen- 
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cies should be charged in strict accounting to the develop- 
mental functions of government. 

I The general law of public expenditure for progressive peo- 
ples, then, is as follows : Public expenditures tend constantly 
to increase, but this tendency does not apply in like manner 
i:to all governmental functions. Expenditures for protection 
(exhibit a tendency to decrease in proportion as the protective 
[service of the State succeeds; expenditures for developmental 
i functions tend constantly to increase. This being the case, 
the test of successful fiscal administration, so far as expendi- 
tures are concerned, is not found in the aggregate amount 
placed at the disposal of government (although this, as we 
have seen, is also subject to a social law), but in the relative 
amounts which from time to time are assigned to the several 
chapters of the budget. As a rule, a possible exception being 
made for military expenditures, the older the protective func- 
tion the less will be the percentage of aggregate expenditure 
assigned to it, while the newer the developmental function the 
greater will be the relative demand which it makes tor the 
funds to be placed at its disposal. 



CHAPTER IV. 


SOME FACTS RESPFXTING PUBLIC EXPENDITURES. 

Character of Public Expenditures Prior to the Nineteenth 

Century. 

Public Expenditures Since 1830. 

Public Expenditures and Wealth. 

Growth of Local Expenditures. 

Analysis of Aggregate Public Expenditures in the United States. 

Ttie theory of public expenditures submitterl in tlic pre- 
ceding chapter rests primarily for its sanction upon an analysis 
of those motives for action and conditions for judgment that 
present themselves to the common observation of all. If these 
motives and conditions have been proi)erly understood, and 
their relative importance properly apprehemied, the conclu- 
sions of tlie analysis cannot have gone far astray. Partly for 
the sake of testing these conclusions by such statistical data 
as it is possible to discover, and partly for the purpose of pre- 
senting the theory in a more concrete form, but more espe- 
cially with a view of discovering to what extent increased 
expenditure means an incrCc'Lse of burden, and in wliat manner : 
the weight of the public service shifts itself from time to time,,: 
it is the design of the present chapter to submit a few facts 
pertaining to the inquiry in hand. Certain questions, also, 
capable of throwing added light upon the problem of public 
expenditure may suggest themselves as the investigation pro- 
ceeds. 

15. Character of Public Expenditure Prior to the Nine- 
teenth Century. — At the' close of the Napoleonic wars it was 
the general assumption on the part of statesmen tliat public 
expenditures had reached tlie limit of their expansion, and it 
was expected that the payment of the principal and the reduc- 
tion of the interest of public debts would permit a reduction 

83 
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of ordinary expenditures. Gentlemen,” exclaimed Villele, 
the French Minister of Finance, when the French budget 
reached for the first time a million francs — “ gentleman, salute 
these figures ; you will never have an op])ortunity to conteni- 
jplate them again.”* Although tliis sanguine view of states- 
men and publicists has iliot l)cen realized, it is easy to under- 
stand the state of mind by which it was indulged. In the 
first place, it must be reniembertxl that military expenditures, 
including “ marihe and colonial,” had for three hundred years 
been among the chief Herns in the annual budgets. These* 
■three centuries had witnessed the development of nationality 
througli the centralization of power in tlie hands of a personal 
monarch. The feudal array had given place to tlie standing 
army, and tlie maintenance of paid retainers had become a 
necessity on account of dangers to tlie authority of the jirince 
from within, and to the interests of the nation from witlioiit, 

I The period was marked by internal revolts and commercial 
iwars. “ Fully one-half of the income of Fiiropean states.” 
said Justi in 1771, “is used by the military; in states with 
threatening neigbours two-thirds; in Prussia three- 
fourths.” f The military burden of Prussia during the period 
under consideration seems to have been up to the margin of 
the ability of the people to bear. Placing in cong)arison the 
two dates 1713 and 1806, it appears that the increase in popu- 
■ lation had been in the ratio of i to 6.69; the increase in the 
I army meantime had been in the ratio of i to 6.58, and the 
I increase in the expenditures for the army in the ratio of t to 
6.50. So uniform an cxi)ansion of tliese three factors sug- 
gests, if it does not prove, that tke army took from the people 
all the people had to surrender. The budgets of other Euro- 
pean states redect the same general fact, although in France 
the lavish expenditures incurred for the court display were 
added b) the burden of military expenditures. Speaking very 
broadly, this regime of inonarcliical rule was brought to a close 
; during the first decade of this century, and with its fail it was 
? natural to assume that tlie burdens peculiar to the past would 
no longer be continued. 

It must also be remembered in tliis connection that the 

^ Quoted from Eheberg in article on F'inance in Conrad^s Hand- 
worterbuch, 

f Quoted from Roscher, Finanzwissenschaft^ p. 495. 
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philosophy of the early part of this century assumed to regard 
all govcn>nicnt as evil, and proposed to substitute for it the 
principle of self-interest and voluntary association. One who 
believes in laissez-faire must conclude that a reasonable peo- 
ple will narrow, so far as possible, the functions of govern- 
ment, and that the expenditures of the State will, in conse- 
quence, be curtailed. This was the accepted doctrine of the 
first years of this century, and it is not strange, the balance of 
power having l)een restored, that the statesmen of Europe 
expected a reduction of public expenditures. 

The third fact to l)e held in mind is that previous to the 
present century land had been the chief reliance of the fiscal 
system. Agriculture was the principal industry of the peo-^ 
pie, and it was difficult to see, in the light of its slow develop- 
ment, what new sources of income could l)e opened sliould 
the government desire to expand its functions. F.ven Macau- 
lay did not appreciate how rapidly national wealth was to 
grow. 

In these three facts, then, do we find an ex])lanation of 
the sanguiiie view witli which financiers and statesmen re- 
garded the Tiineteenth century at the close of the Napoleonic 
wars; (1) the people had gained influence in the State, and 
it was not foreseen that they would be as powerfully swayed j 
by the spirit of national ambition as had been the rule of 
absolutism which they had overthrown; (2) the theory of i 
social autonomy had succeeded to the practice of minute ' 
administration, and with the curtailment of public duties 
it was reasonable to expect a curtailment of public ex- 
penditures; and (3) to these datural errors in judgment must 
be added the fact that the wonderful exj)ansion of industrial 
life, and the resultant changes in the structure of society, lay 
beyond the horizon of the most astute observer. 

16. Public Expenditures Since 1830. — While it is true 
that the termination of the Napoleonic wnrs brought to a 
close the period in which military and court expenditures 
formed the most considerable item in the ordinary budget, 
it is also true that it marked the beginning of a new fiscal ! 
period; and, in considering the facts of public expenditures, 
so far as reflected in reliable data, it may be well to notice, 
first, the increase in national expenditures since 1830. 

llie past industrial and political 
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character peculiarly their own. The vearjS^o is recognised 
by students of industrial history as the fie^mung that form 
of industrial organization which is the peculiar product of the 
nineteenth century, and which doubtless will be the pennanent 
characteristic of the cenjury upon which we are about to enter. 
The industrial revolution began, it is true, with the period 
of inventions in 1760. But invention in the domain of pro- 
duction could .never have wrought those changes which 
marked the rew^lution of modern industry had it not been for 
the development of modern methods of transportation. This 
is no place to trace the results of railways and steam naviga- 
tion. Suffice it to say that the industrial world has been 
changed therel)y, or ultimately will be changed, from an 
aggregation of local centres to a condition of national indus- 
try. New social forces, as well as new conditions for the 
prosecution of industry, were introduced with steam trans- 
portation; and the year 1830 is the year, if a single date 
must be chosen, for an event that in reality spread itself 
over a series of years, in which the commercial world began 
to realize the excellence of railways and of steam navi- 
gation, and their significance for industry and trade. It is 
natural to expect that so momentous an event w’^onld be re- 
flected in public administration and in the finances of the 
State. 

What, now, are the facts of public expenditure since 1830 ? 
So far as the more important countries are concerned, national 
expenditures may be traced with some degree of accuracy. 
Local expenditures present greater difficulties. On j)age 87 
will be found a graphic statement of the increase in the 
national expenditure of European states from 1830 to 
1890. The data for this diagram are taken, for the 
most part, from Mulhall.* While it is doubtless true that 
this writer possesses a gift for combination and estimate that 
few statisticians care to imitate, a somewhat careful scrutiny 
warrants the conclusion that in the present case the impres- 
sion left by the diagram is a correct one. 

From the statement given it appears that public expendi- 
tures in P'urope have increased from $955.ocx),ooo in 1830 to 
$3,600,000,000 in 1890, being an increase of 360 per cent dur- 


* Dictionary of Statistics, 
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Jng the sixty years named. It is also to be observed that the 
rise in thej^curve of increased expenditure is more marked with 
each succeeding decade. 



The diagram shows also the per capita increase in expendi- 
ture for European states. lU'ginning with a charge of less 
than $4 per capita in 1830, expenditures have risen to some- 
thing over $11: per capita in /890. It is thus evident that thej 
increase in population has not kept pace with the increase j 
in national expenditures, a tendency which would be empha-| 
sized if to national expenditures the cost of local government | 
were added. 

It must not be assumed that the curve in tlie above dia- 
gram reflects the course of expenditures in any individual State. 
Each government is subject to the exigencies of its own con- 
ditions, ami if studied independently will disclose a curve ])e- 
culiarly its own. It is manifestly impossible to undertake 
such a study in a curtailed treatise. lu)r the purpose of a 
more definite impression, however, there is inserted in the 
next summarv a statement of expenditures for a few 



















88 SOME FACTS RESPECTING PUBLIC EXPENDITURES. 


selected nations, so far as continuity of political life and 
reliable statements respecting the cost of i.joveniment 
permit. The classification was suggested by Fournier de 
Flaix, in his Traiic de Critique ct de Stafisfique Com- 
park des histitutions Financurcs, who divides modern states 
into three classes as iiAroductory to the study of their repre- 
sentative financial systems. His classification is as follows: 
“ First, tliose new states where the abundance of resources 
corresponds t^ the relaj ^e yo uth of the ’^r^s**T!Tcinselvc'sp, 
such is the case in the UnTtcTT States, Australia, the hhiglish 
colonics of Africa, and the Dominion of Canada. Second, those 
states which by comparison are mor e or jess a ncient, as Russia 
and Italy, wliere temporaiyjpcnury of resources is a serious 
embarrassment to the solutionA^rFiTTricial problems and to 
fiscal administration. Third, those state's whicli enjoy full 
prosperity, as England and Germany, which on accaiunt of 
their constantly expanding economic development are in a 
situation to accdlnplislFnumberless changes in their financial 
organization and administration.” 

In the main tliis is an admirable classification, but for our 
purpose we venture to modify it in one particular. Youth or 
age in a nation is in itself a matter of relatively slight signi- 
ficance. The important factor which determines the ability 
of a people to spare a continually increasing amount for public 
expenditures, or which opens up to the nation the need of 
new expenditures, is found in the yet undeveloped resources 
of the nation. Or, to express this thought in another wxiy, a 
per capita expenditure must be counted as great or small ac- 
cording to the probable growth of industry and wealth in the 
future. Now there are two elements that determine a nation’s 
potential development. The first is measured by the per 
capita area of land, the second by the general grade of in- 
dustrial intelligence and industrial skill ; and the classification 
which we have adopted rests upon the possession by a people 
of one, or both, or neither of those elements of industrial 
progress. It is as follows : 

Class T. Those nations that possess hpt fi und eyejoped re- 
sources and a high degree of industrial intelligence, such as 
the United States. Australia, and in generaf all colonies other 
than those of Latin peoples. 

Class II. Those nations that possess a high grade of in- 
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and no considerable amount of unde- 
velop^rCsources, such as England, France, and Germany. 

Class III. Those nations that possess umk^ebt^^ re- 
sources but no considerable industrial intelligence, such as 
Ktissia and most of tlie colonies of Latin peoples. 

Class IV. Those nations that possess iiehher undeveloped 
resources nor industrial intelligence of the first rank, such as 
Italy, Spain, Greece, and Austria-Hungary.* 

» Now it is clear that the same amount of per'eapita expendi-;? 
ture, or the same rate of increase in the per capita exjjendi-g 
hire, cannot bear the same relative significance for all ]>eoples." 
As the burden of what government exiiends at any particular 
time is measured against the social income, so the burden of a 
constantly increasing expenditure must be measured against 
the promise of a future industrial development. This lieing 
the case, tlie constantly increasing expcndihires of nations 
should be regarded by them with solicitude in the order in 
which they are placed in the following summary of expendi- 
tures since 1830 : 


NATIONAL EXPKNinTURF.S OF SELECTED STATES SINCE 183O, 
IN MILLIONS OF DOLLARS. 


Class. 

Stales. 

Dates. 

1830. 

1840. 

1850. 

1 

1870. 

iS8o. 

i8i>o. 

I. 

( United States .... 

1 Australia 

15 

24 

39 


3^9 

60 

267 

352 

140 








11. 

( United Kingdom,. 
•\ Germany 

275 

‘‘260 

275 

345 

340 

400 

43 ^^ 

( F ranee • • 

201 

00 

O' 

300 

j 220 

405 


620 

C "J T 

6S5 

759 

38 

37 T 

III. 

i Russia 

0 

00 

\ Mexico 




- 



ntalv 



i 

i6r 

rni; 

222 

165 

295 

274 

IV. 

•( S pa in 


It 

1 70 

1 185 

/4 

1^5 

375 

T 7 l > 

( Austria-Hungary. 

90 

140 

225 

1 /u 

420 


In view of what is known of the industrial and political 
history of the nations whose expenditures are included in the 

* I confess to some doubt as to the proper classification of Austria- 
Hungary in the above scheme. 
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above summary, there are quite a number of comments which 
present themselves for expression. Consider the ^ease with 
which the United States raised her ordinary expenditures 
from $63,000,000 in i860 to $309,ocx),ooo in 1870. Australia 
shows even greater .‘lasticlty in the exiiansion of expendi- 
tures. The cost of government at the present time means 
relatively less to these peoples than to any other peoples of 
the world, for not only do they have ample means to meet 
present expenc|‘ltures, but they have both skill and natural 
resources for development in the future. This potential fiscal 
ability is a dangerous possession, for it invites carelessness 
in the control of public affairs ; but it should also be remem- 
bered that it contains great promise. 

Turning now to the second class of governments, it is 
evident that financial expansion in England was prior to the 
period covered by the above summary. This is true in in- 
dustry as well as in finance, and it is at least possible that 
national expenditure in England since 1830 foreshadows what 
will prove to be the course of national expenditure in other 
countries. It is probable that the weight of national expendi- 
tures rests as lightly in England as in any other country. 
Even the per capita expenditure has not greatly increased. 
Germany seems to liave taken upon herself new life since the 
estal)lishment of the Empire. France, too, shows wonderful 
industrial attainments, but, owing to a slow increase in popu- 
Hation, appears to laliour more heavily under her increased 
expenditures than either of the other nations with which she 
is classed. 

Little can be said of Russia, except that her financial 
strength lies in her immense population and her undeveloped 
natural resources. An analysis of her budget would show that 
the claims of the civilizing interests upon her annual expendi- 
ture are less than for most of the other nations of Europe. Of 
her aggregate expenditures 29.54 per cent is for the support of 
her debt, 25.44 per cent for public defence, while 3.80 per cent 
only is devoted to education and art. Her ambitions are pri- 
marily military, and when the character of her southeastern 
neighbours are held in mind it may be doubted if her budgets 
will show any considerable increase in expenditure for what 
we have termed the developmental functions ’’ until by her 
conquests she meets with a people as civilized as herself. To 
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suggest what would be the effect upon European budgets of 
the completion of the scheme of conciuest whicli seems to be 
the destiny of Russia would be an unwarranted indulgence in 
speculation. One may, however, venture to assert that it 
would bring about a decided change in the ratio of military 
and non-military expenditures. The chief obstacle at the 
present time to the reduction of expenditures for the army 
and navy in Europe, and to the consequent expansion of that 
ejass of expenditures designed to raise the grade of common 
living, is found in the military ambition of Russia. Could] 
that ambition be exhausted by the accomplishment of its aim, | 
or could it be weakened by the growth of commercial interests \ 
among her people, the financial situation of Europe would be ^ 
greatly relieved. 

The above consideration leads naturally to a characteriza- 
tion of the financial situation of such countries as Italy, 
Spain, and Austria. These peoples have neither undeveloped 
resources, as is the case in Australia, nor do they possess 
a high grade of industrial and commercial activity, as is 
tlie case in England, but the expenditures which they are 
called upon to meet are nevertheless constantly increasing. 
By virtue of their intelligence they should rank with the best 
industrial peoples of Europe, but by virtue of their “ tem- 
porary penury,'' to quote Fournier de Flaix, their ability to 
establish a rational sclieme of expenditures is seriously em- 
barrassed. They need to invest large sums for the develop-' 
ment of such resources as they possess and for the industrial 
education of their ])eople; they find themselves obliged to 
acknowledge military expendiUires as relatively more impor- 
tant, and to drain the earnings of tlieir citizens for an un- 
profitable investment of the nation’s capital. These are the 
peoples who feel most seriously the burden of increasing ex- ! 
penditures, since for them it means delay in reforms which ^ 
they regard as important, and in the attainment of a higher, 
plane of living by their people. 

These observations have perhaps been sufficiently ex- 
tended to impress upon the reader the fact that while there 
may be a fundamental social law reflected in public expendi- 
tures, the conditions under which that law asserts itself are so 
various that the significance of a given amount of expendi- 
ture or of a given tendency in expenditures must be peculiar 
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for any particular nation studied. Our further investigation 
will confine itself for the most part to those nation^) that have 
fairly ample resources at their command. 

17. Public Expenditures and Wealth. — No statement of 
the tendency in public expenditures is complete that fails to 
compare the increase ‘in expenditures with the increase of 
wealth. It is not possi]>le to arrive at a satisfactory estimate 
of wealth for any considerable mimber of people. The state- 
ments that follow are confined to the United States, Great 
Britain, and France. Since the dates for which reliable esti- 
mates of wealth may be obtained are not the same for each 
nation, no attempt is made at a single uniform statement. 

NATIONAL EXPENDITURES OF THE UNITED STATES COMPARPVD 
WITH POPULATION AND PROPERTY I3Y CENSUS YEARS 184O 
TO 1890, INCLUSIVE. 


Date. 

Population.* 

Property.* 

Proper- 
ty per 
Capita, 

National 
Expenditures. + 

Expen- 

diture 

per 

Capita. 

Perce nt- 

.i«:c of 

Expendi- 
tures to 
Property. 

1840 

17,069,000 



$24, (MX), 000 

$1.42 


1850 

23,19I,<X)0 

$7,135,000,000 

$308 

39,000,000 

1. 71 

.00S4 

i860 

31,443.000 

i6,i59,otX),ooO 1 

514 

63,000,000 

2.01 

.0039 

1870 ! 

3^,558,000 

30,068,000.000 ; 

, 780 

309,000,000 

8.03 

.0103 

1880 

50,155,000 

1 43,642 ,o<X),ooo 

870 

267,(x>o,ooo 

5.34 

.006 1 

1890 

62,622,000 

65,037,000,000 

1,036 

320,000,000 

5.07 

,0041 

1 


♦ United Slates Census Reports. 

+ Revised Treasury Statements, net amounts. 


NATIONAL EXPENDITURES OF THE UNITED KINGDOM COMPARED 
WITH POPULATION AND PROPERTY FOR DATES NAMED. 


Dates. 

Population. 

Property,* 

IProper- 
ly per 
Capita. 

Expenditures. 

Expen- 

diture 

Capita. 

Pcrcent- 
a^^e of 
Kx[)endi- 
tures to 
Property. 

1822 

2I,0(X),000 

;^2, 5<X),000,000 

£120 

;^58,ooo,ooo 

£3-^1 

.0228 

1845 

! 28.000,000 

4,000,000,000 i 

14.1 

56,000,000 

2.00 

.0140 

1865 

30,000,000 

6,000,000,000 

200 

65 ,ooo,(X)o 

2.16 

.0108 

1890 

37,000,000 

10,000,000,000 

270 

86,ooo,o<X) 

2.32 

.0086 


♦ Giffcn, TAf Growth of Capital, p. no. 
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NATIONAL EXPENDITURES OF FRANCE COMPARED WITH 
POPULATION AND PROPERTY FOR DATES NAMED. 


Dates. 

Population.* 

Property.t 

Fr. 

j 

Proper- 

per 

Capita. 

Fr. 

Expenditures, 

, Fr. 

Expen- 

diture 

Capita. 

Percent- 
age of 
Expendi- 
tures to 
Properly. 

1S53 

36, r 08, 000 

T 25 , 000 ,fX> 0,000 

3.462 




1871 

36,544,000 

1 75 ,000, 000, OCX) 

4.794 

3,046,000,000 

83-35 

1 .0174 


37,212,000 

2 <X),CKX), 0 (X),CX )0 

5.374 

3,348,ocK),ocfl^’> 

8y 94 

.0167 

1886 

38,210,000 

200 ,(XX>, 0 (K ),000 

5.233 

3,294,000,000 

86.18 

.0164 


* l)c Fdville, La France fitotiotniqut\ p. 9. 
t De Foville, La France ficonomique^ p. 516. 


The exhibit submitted for the United States does not ex- 
tend beyond the year 1840, and the first safe estimate of wealth 
is for the year 1850. Nor would it be desirable, were it pos- 
sible, in this somewhat cursory survey of the subject, to en- 
ter upon an investi^'ation of the early years of this eeniurv. 
There is little in common between tlie industrial character <jf 
the period prior to 1840 and that of the period subsequent 
to it. While it is true that machinery was, to some extent, 
employed in the earlier years, it cannot be said that society 
was in any marked degree influenced by the development of 
the factory system, Wlicn, however, we confine our attention 
to the fifty years subsequent to 1840 no country reflects so 
clearly in its financial and industrial history the character- 
giving forces of the nineteenth century as does the United 
States. 

The exhibit for the United .Kingdom extends from 1822 
to 1800, and represents a continuity of political and industrial 
life for sixtv-eight years. It will be remembered that Eng- 
land stands as the most advanced industrial nation of the 
world, that in 1822 her wealth was very consideralile when 
placed in comparison with that of other nations, and that the 
period of her expansion in national expenditures was during 
the Napoleonic wars. 

The statement for France covers the years from 1853 to 
1886. The estimates of property appear to meet the approval 
of M. de Foville,* those of 1878 and 1886 being the result of 

* Alf. de Foville, La France flconomique Staiistique Raisonn^c et Com^ 
parative, p. 515. 
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his own computations. A calculation based upon the returns 
I of succession duties warrants Mr. Giffen in asserting “ that the 
I growth of property in France has been very rapid, as rapid 
} during the present century as in the United Kingdom.” * For 
the last twenty years, however, it may be doubted if there 
j has been any marked increase in money values in France, 
^ from which it appears that any further expansion of public 
expenditures must tend to become a serious matter for the 
French peoplj^ 

The data presented in the above summaries will serve as 
a corrective to some of the erroneous applications that have 
been made of the general fact that public expenditures tend 
constantly to increase. Of the three nations subjected to 
j analysis the tendency has l)een for property to increase at a 
! rate relatively more rapid than national expenditures ; and for 
the United States the growth of population also appears to 
be more rapid than natiottal expenditures. This fact leads 
to several important conclusions which, regarded as contri- 
butions to the practical rules for fiscal administration or as a 
statement of current sociological tendencies, are believed to 
be new as well as important. 

In the first place, while it is true that pnlilic expenditures 
have continuously expanded, it is not true that they have l)e- 
comc correspondingly more burdensome ; and should the 
financier discover that the fiscal system rests with ever- 
increasing weight on industry as time goes on, he must look 
for an explanation of so culpable a result to the structure of 
that system and to tlie manner in which it makes appeal to 
the citizen for payment rathe.r than to the amount which it 
demands. This remark cannot be construed as in any sense 
an apology for unnecessary expenditure. It is no excuse 
for lavish apjmopriations that the government lcavt\s relatively 
more in the hands of the people each year than it takes from 
them. It docs, however, direct attention to the truth, too 
frequently overlooked, that the burden of the fiscal system 
lies rather in the rules adopted for collecting revenue than in 
the amount of revenue collected — a truth of especial pertinence 
to the fiscal conditions of the States, municipalities, and minor 
civil divisions in this country. 


* Robert Giffen, The Growth of Capital, p. I3J« 
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The second observation siigfgested by the data contained in 
the above jfable is that the expansion of ])nblic experiditiires 
does not call for a corresponding expansion of the basis of 
taxation. The facts in the case give no support to tlie assump- 
tion so generally applied in the reasoning of financiers tliat a 
continually larger number of sources’ of revenue must be 
opened to supply the growing demands of the State.* On 
the contrary, the growth of property at a rate more rapid 
than the development of the demands of government would 
lead to the conclusion that, other things being equal, tlie in- 
crease in public expenditures might be met even tliough the 
basis of the fiscal system were narrowed year by year. The 
practical conclusion from this is that the financier performs! 
his whole duty when he meets current demands without im~| 
pairing the patrimony of the State, and without olistructingf 
tlie development of national riches. When it comes to quesd 
tions of investment he is doubtless obliged to have regard to 
the future, but so far as current ordinary demands are con- 
cerned he may limit the horizon of liis observation to tlie 
present. The elasticity of revenue ’’ necessitated by the 
law of increasing expenditures ’’ is amply provided for so 
long as wealth tends to outstrip exjienditurc in its growth. 

The third observation is sociologic in character. The facts 
portrayed in the aliove statement do not lend their support 
to the |)revailing idea tliat g<.)vermnent in these later days 
is encroaching upon the domain of private initiative, and that 
coercive association is expanding more rajiidly than volun- 
tary association. Were this true it might indeed be the oc- 
casion for alarm to those whq believe that the continuance 
of our ])resent form of society demands a stable balance be- 
tween governmental and [irivate activities. The impressioiii 
that g-overnment is growing at the expense of private asso- 
ciation is doulitless due to the rapid expansion in certain 
directions of governmental functions; but it should be field: 
in mind that this is balanced by an equally rajiid expansion of; 
functions non-governmental in character. The proof of this/ 
assertion is found in the fact that among peoples of a high 
grade of industrial attainment public expenditures do not in- 
crease at so rapid a rate as the property from which they are 

* Cf. article on Finance by Dr. Edmund J. James in Cyclopadta of 
Political Science, 
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i met ; and when it is recog-nised that a continually larger share 
of social income exists in the form of earnings fmrn labour 
and enterprise rather than as earnings from capital, it is also 
clear that public expenditures do not increase at so rapid a 
rate as social income. The financial statistics of govern' 
mental administration offer no proof of the assertion that the 
development of public functions tends in any degree to destroy 
the established balance between public and private activities. 

18 . Growth, of Local Expenditures. — It is clear what 
the tendency in local expenditures ought to be if life 
analysis of governmental functions presented in the forC' 
going cha])ter, and of tlie shifting of their relative impor- 
tance with increased differentiation of social functions, 
be correct. It was there claimed that ‘'expenditures tor 
the develo])mental functions tend constantly to increase.” 
lilt would not ])e correct to assert that local expenditures 
Jarc exclusively assigned to the support of the develop- 
• mental activities, and national expenditures to the protec- 
tive activities, of government. The large appropriations 
for rivers and harbours by Congress in the United States, or 
for schoolhouses and education by the Assembly ii\ France, 
would contradict such a generalization. Notwithstanding 
mimerous exceptions, however, it remains true that the de- 
^ velopmcntal functions |)re(lominate over the protective func- 
^ tions in local government, wliile the protective functions pre- 
' dominate over the developmental functions in national govern- 
ment; from which it follows that the relative increase in local 
and national ex])en(litures may be accepted as a test of tliat 
portion of onr general theory of public expenditures which 
pertains to the deveIoj)mental functions of the State. With 
this explanation the summary on page 07, wliich givers the per- 
rentage of national and local expenditures for the United 
States, the United Kingdom, an<l France during the past half- 
century, must be accepted as significant. 

There seems to be no doubt respecting the modern ten- 
dency in local expenditures. In France there has been a steady 
increase in the percentage of local expenditures, and a relative 
decrease in the pcrcenta.ge of national expenditures, since 1864. 
In the United Kingdom, with the exception of the period in 
which national expenditures were influenced by the Crimean 
War, the same tendency may be discerned; while in the 
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STATEMENT OF THE PERCENTAGE OF NATIONAL AND LOCAL 
EXPENDITL^RES FOR SELECTED DATES FOR COUNTRIES NAMED. 


Countries and Dates. 


Perct*nta{re of Expenditures. 


National. 


Local. 


IJnited States 


1850. 

i860. 

1870. 

1S80. 

i8()o* 


49 

39 

53 \ 

47 

39 


51 

6 t 

47 

53 

61 


United Kingdom 


' 1840 
1850, 
1S60, 
1S70, 
iS'So 
[ 1S90. 


84 

Si 

82 

66 

58 

5^^ 


t6 

19 

18 

34 

42 

44 


i 1864- 
France < 1876, 
( logo 


87 

79 

yo 


13 

21 

30 


United .States. a,e;-ain rnakint:^ an excc])tion for the intinence of 
the war of 186), the f^^iires CN'hiliit the same trend. It is of 
ct.'iirse recognised that population has massed itself in cities 
during the period tinder consideration. It is also recognised 
tliai niiinicipa! corruption, especially in the United .States, has 
exerted considerable intlnence upon rnunicii)al ex|)endiuires. 

^NATIONAL AND l.OCAL KXPEN DI I'URF-S OF THE I MTKD STATES 


FOR 'll IF, VF.AR 189O. 



Organs of tl'.c State rharged with 
Ex|H'iuliture. 

Amount 

Per Capita. 

Per Cent. 

1 

National government, incluvling 

i 

i 


postal service 

4S2, 218,614 

1 .62 

39 

Stales and territories, except fori 


1 1 

common schools 

77,105,911 

1,23 

9 

Counties, except for common schoolsi 
Municipalities, except for common 
schools ^ 

114,575,401 

1.83 

12 

232,988,592 

3.72 

25 

Public common schools 

i 39 .of> 5 , 5 j 7 

' 2.22 

15 

Aggregates 

915.954,055 

14.62 

IO« 


' Commercial enterprises arc included only ifi case of net deficits. 
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A student of municipal government would assert, further, and 
very properly, that the increase in local expcnditi^res repre- 
sents in pai t an investment of public capital in municipal p’lb- 
lic works. li$ut, making- liberal allowance for these consi(lcra" 
tions, so far as they contradict our generalization, it yet re- 
mains true that the increase in local expenditures at a rate 
more rapid than the increase in national expenditures illus- 
trates, if it does not prove, the rapid growth of the develop- 
mental activities of tlie State. As has been already pointed 
out, a very considerable portion of the increment of expendi- 
ture assigned for the support of the police power has fur- 
nished the means for the expansion of developmental func- 
tions. 

Other nations besides those included in the above summary 
present the same tetidcncy. In Belgium,-'’' for example, there 
has been a growth in the local expenditures of the great cities 
during the twelve years prior to 1890 of 55 per cent. Accord- 
ing to Herrfurtli, the per capita of expenditures in Prussia 
for local purposes in 1849 3 /7 niarks; in 1869, 6.47 

marks; in 1876,9.58 marks; in t88o, 10.53 ni'i^'ks; in 1884, 
n.46 niarks. The tendency seems to be universal, and it may 
be accepted as a general truth that expenditures for local pur- 
poses are increasing at an unusually rapid rate. 

According to the analysis of the previous chapter, de- 
velopmental functions present themselves under five general 
heads. It is not possible, on account of the diverse classi- 
fication followed in public reports, to submit a comprehensive 
statement of the movement in expenditures incident to these 
several services. As illustrati?e of the tendency, however, a 
few facts are here presentccl respecting the increase in ex- 
penditure for educatiotial purposes. Even this statement must 
be limited and fragmentary. In the I hiited States the amount 
of money which was expended for educational purposes for 
public common schools in the year 1890 was $145,583,115. 
This is equal to nearly 17 per cent of the aggregate expendi- 
tures. The only item of expenditure in excess of education 
is pensions, charities, and gratuities and, as every student 
of current history knows, the pension payments of the United 
States could never have reached their present figure had it 

* Eheberg, article “ Finanzen," Conrad's Handworterbuch der Staats* 
"wissenschaften. 
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not l)cen for the difficulty which the United States Govern- 
nient experenced in the reduction of its revenue. 

The trend of expenditures for education in the United 
States may be dearly observed by institutiipe: a comparison 
between the year 1880 and the year 1890. Confiniiii:^ our 
statements to public common schools — that is to say, exclud- 
ing^ expenditures for wState universities, normal schools, and the 
like — the ex|)enditure for 1880 was $79,528,7^^6; the ex]>endi- 
tu'rc for 1890 was $137,065,537. The expenditlire for public 
common schools per ca])ita of population for 1880 was $1.59; 
in 1890 it was $2.24. The expenditure per capita per pupils 
enrolled in common schools in 1880 was $7.99; in 1890 it was 
$1 1.03. There is no other item of ordinary expenditure which 
has grown at so rapid a rate. 

Other countries present the same tendency. In Bavaria, 
for example, the expenditure for education and instruction in 
1868 was 1,507,000 florins; in 1890 it was 15,701.000 marks. 
Tlie per cent of total expenditures, both national and State, 
assigned to education and science is the following for the 
countries named: Prussia, 10.14; Austria, 5.96; Italy, 4.11; 
France, 9.63. 

19. Analysis of the Aggregate of Public Expenditures 
in the United States. — ^The facts presented in this chapter do 
not amount to a proof of the generalization that was ventured 
respecting the trend of jiublic expenditures, although they do 
support tliat generalization so far as they may be lirought to 
bear upon it. As further strengthening the impression that 
the financial interests of modern states are intluenccd by the 
demands of tlie civilizing process going on in society, there is 
next inserted for the consideration of the student an analysis 
of the aggregate expenditures of the United States for the 
year 1890, all grades of government and all agencies of ex- 
penditure being included. Each item is made the subject of 
a remark indicating whether the expenditure is incurred for 
the support of the protective activities, the commercial activi- 
ties, or the developmental activities of the State. 

It will be observed that certain items, as Interest on 
Debt,” Executive Department,” Congress and Legisla- 
tive,” are not classified as protective, commercial, or develop- 
mental, the reason being that it is impossible from the head- 
ing of the item to have anv idea as to the nature of the service 
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AGGREGATE NATIONAL AND LOCAL EXPENDITURES 


No, Administration Classification of Expenditures. Amounts. 

1 F^ensions, charities, a*nd gratuities $146,895,671 

2 Educational purposes and public common schools.. 145,583,115 

3 I Interest on debt 82,748,423 

4 ; litoads, sewers, ditches, and bridges 72,262.023 

5 i Postal servi/e 66,259,547 

6 , New buildiiigs, works, and sites, construction andi 

] purchase separately reported I 38,890,970 

7 I Salaries, separately reported, fees, and conunis-! 

I sions ; 37.552,655 

8 I Military [)urp()ses ' 35 . 537-611 

9 i Police.' ; 23,934,376 

10 j Judiciary, including county courts, irnjuests, and; 

i inquiiics | 23,071,075 

11 I Public buildings and sites, care and niaiiucnance,; 

I inciiuiing const ruction not separately reported. | 17.95^6177 

12 i £.Keculive bejuariuient I 16,770,801 

13 ■ Fire 16,423,820 

14 j Naval i‘stat)lishment, exre[>t for new vesseds ... 15,174.463 

15 Petiai and reformatory institutions 12,381,425 

16 . Inijn'oving harbours and rivers IE737.438 

17 ; Lighting ii,363,7'.9> 

18 I Congress and legislative 10,485,826 

19 j Constructing new w.ar vessels (). 83 1,-803 

20 j Indians 6.708,047 

21 ; licaltli 3.280,294 

22 : pLilrdic |.ia rks and pla<'<‘S 2.962,097 

23 1 Foreign intercourse 1,048,277 

24 j M iscei lai’Cous . . 109.499,801 


for whicli the paynictit provides. Tti the ca.>e of interest, for 
example, it would he iicces.sary to Know liow the proceeds of 
the loans supported ])y the interest were exjieiided in order 
to classify the payiiicnts. So far as this interest sup|)orts 
national obli.qation.s, it proliably should lie assigned to the 
protective activities of the .State: so far, however, as it sup- 
ports State and niunicijxil obligations, it sliould be assigned 
either to the cornniercial or the developmental activities. The 
same is true also of the expenditures of the Executive Depart- 
ment or of the expenditure for the support of Congress and 
the State legislatures. The amount paid for the support of 
these branches of government is common to the three classes 
of public functions, and should be distributed among them. 
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OF THE UNITED STATES, 189O. 


Classification of Expenditures as Protective, Commercial, and Developmental, 


Commonly regarded as protective 

Developmental 

Depends on use of proceeds of debt 

Developmental 

Commercial 

» 

Developmental primarily 

Depends on service performed 

Protective 

f Vot e c t i V e p r i rn a r i 1 y 

Protective primarily 


No. 


Developmental primarily 

Calls for distribution 

Protective. 

Protective 

I'rotective and developmental 

Developmental 

Protective and developmental. 

CalLs f(n' distribution. 

Protective 

Protective,. 

P r o t e c t i v e I ) r i nui r i 1 y 

Developmental 

Protective and developmental. 


11 

12 
13 

M 

t5 

16 

17 

18 

19 

20 

21 

22 

23 


It will also be observed tliat, in the li^ht of our analvsis 
of public activities, certain of the items of expenditure are 
cornmoii to the protective and the developmental functions. 
Such, for example, is the cost of the police service or of the 
penal or reformatory institutions. Even the i)nblic U^htiiyc:, 
which primarily was undertaken for the purpose of greater 
security, is capal)le of being interpreted in part as ministering 
to social development. The separation between the various 
classes of activities is much clearer for the purpose of analysis 
than for the purpose of administration, hut it is impossible 
for one to review even this administrative analysis of public 
expenditures without being impressed with the fact that one 
of the ruling considerations in the determination of public 



102 SOME FACTS RESPECTING PUBLIC EXPENDITURES. 

expenditures is the purpose on the part of those who adminis- 
ter public affairs to provide for the State a hcalthfitl growth 
and for society an orderly development. It is the social ideals 
rather than the social necessities which are coming to deter- 
mine the amount of money placed at the disposal of the State. 



BOOK II. 

BUDGETS AND BUDGETARY LEGISLATION. 


CHAPTER I. 

GENERAL CONCEPTION RESPECTING BUDGETS. 

Concerning the Meaning of the Word Budget. 

Concerning the Relation ok Budgets to Constitutional Govern- 

MENT. 

(1) General Considerations. 

(2) Basis of Budget Right in England, 

(3) Basis of Budget Right in France. 

(4) Basis of Budget Right in Germany. 

(5) Basis of Budget Right in the United Stales. 

As pointed out in the Introductory Chapter to this treatise, 
the most fruitful source of financial disorder is found in the 
carelessness and uncertainty likely to attend financial legisla- 
tion ; and it is an appropriate task for the Science of Finance 
to consider somewhat at length those parliamentary rules de- 
signed to render the several steps in financial legislation cer- 
tain and clear, as also those constitutional provisions by which 
publicity may be secured and responsibility realized. The 
evils of whicli complaint is made are, for the most part, beyond 
the domain of statutory enactment, and consequently the po- 
litical remedy must be relied upon for holding them in clieek. 
In order that this remedy may be effective, and that they wlio 
vote taxes and legalize appropriations may do so with a just 
regard to public interest, it is essential that certain general 
rules of procedure should be laid down before the business 
of fiscal legislation be entered upon. A consideration of these 
rules and all tliat they imply, both historically and analytically, 
is now entered upon; and, in conformity with accepted 
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nonienclature, is presented under the name of Budgets and 
Budgetary Legislation. i 

20. The Meaning of the Word Budget. — The origin of 
the word budget is perhaps of antiquarian rather than 
scientific interest. ‘‘ The word budget, bouge, or hougett, 
according to Pasquier*and other ancient authorities, as well 
as in the old language of Rabelais, is derived from the Latin 
word biilga, become Gallic, whicli expressed a bag, a pocket, 
a purse. Its origin is therefore Latin and French. EnglancJ 
has applied it to the great leather bag which for a long time 
contained the documents presented to Parliament to explain 
the resources and the wants of the country.'^ * The transit 
tion in the meaning of this word from the bag carried by the 
treasurer to the documents which the hag contained, and finally 
to the scheme of rights and rules of procedure which arise in 
connection with their use, was a most natural one in view of 
the paramount importance of carefully drawn and detailed 
documents for sound financial administration. When in 1803 
the word appeared for the first time in French financial no- 
menclature it was used as a substitute for the phrase esti- 
mates of receipts and expenditures/' The desire to substitute 
this somewhat indefinite word for a definite expression is pos- 
sibly explained by the fact that the phrase “ estimates of re- 
ceipts and expenditures " was joined in the minds of the 
French people to the financial abuses of the ancient regime, 
while the word Inidget had been dignified by the role it had 
played in England in the development of constitutional 
government, 'riiis incident in French financial history should 
at least suggest to our minds \yhat is undoubtedly true, that 
the word budget is more comprehensive than a report U])on 
the income and expenditures of the State. An estimate of 
income and expenditures is ])Ossil)le for the individual or for 
the sovereign wlio conceives of the State as a private property ; 
but a public budget, as that phrase is interpreted by modern 
political development, is impossible except for a people which 
enjoys, in some degree at least, the constitutional right of 
placing a limit lo public income and of exercising a control 
over public expenditures. 

Without undertaking a formal definition of the word 


*Cf. Journal of the Statistical Society of London, Vol, XXIX, p. 325. 
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bii(lg:et it may be well to consider one or two of its general 
characteristks as preliminary to a comparative study of the 
several forms which Inidgets have assumed among various 
peoples. In its formative stage the budget is a report upon a^: 
nation’s finances designed primarily to show to the legislator;' 
the condition of the public treasury and the fiscal needs of the? 
State. This is true whether the government in cpiestion be 
imperial or democratic. If imperial the report will be made 
b}i the monarch in liis capacity as administrator to himself 
in his capacity as legislator; if democratic it will be made by 
the administrative to the legislative department of govern- 
nieiit. The aim of this report is to give information to the 
legislative body, and this fact determines many of the technical 
(juestions which arise respecting it.* 

The budget regarded as a report for (he information of . 
the legislature will cover at least twice the fiscal period; that | 
is to say. it will contain a statement of tlie results of the opera- ; 
tion of fiscal laws during the period closed, and an estiuiate I 
of what reasonably tnav be expected during the period to : 
corne. These two parts of tlie budget are sometimes called 
tlie executed and the climated budgets. The former enables 
the legislator to determine the adequacy of existing fiscal laws, 
and to judge of the efficiency and economy of those who ad- 
minister them; the latter is made the basis of current legis- 
lation. 

If in its first stage the l)u<Iget is a report, in its second , 
stage it becomes a project of law. The. conversion of the re- ! 
port into a legislative bill is a process respecting wbieh one can 
make no very definite statemcnPexcept the political eonditimis 
and parliamentary methods of some particular ])eople l)e held 
in mind. Nor is this the point that should claim the atten- 
tion of the strident. Tire essential fact is tliat a report upon 
past fiscal operations must precede new fiscal legislation. 

'rire comprehensive nature of Inidgets, however, is not sug- 
gested by regarding them either as a report or as a iiniject 
of law; they must be conceived as a part of the politica ma- 
essential to the realization of the ideal of pojiular 
government before their dignity and inifiortance can be 
adequately appreciated. Inasmuch as the avowed purpose 

* For a series of (jefinitions see StoiirnFs I.,e son histoin et 

son ni^canistue^ § T. 
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of biidt^ets is to secure care and economy in fiscal Icj^islation, 
so far as that is dependent on an orderly method of procedure, 
it follows that a cotripreliensive study of budgets will em])race 
a consideration of tliose [jarliamentary rules and laws of ad- 
ministration designed to further this end. This being the 
case, the study of the'bndget comes to be a study of adrninis- 
; trative and parliamentary organization and procedure ; and 
since this in turn is dependent on the fundamental organiza- 
tion of states. /it will be necessary to make fre(iuent refercnc^es 
for the })urpose of explanation and argument to the accepted 
principles of constitutional government regarded as an ideal, 
and to the peculiar requirements of the constitutional pro- 
visions of particular peoples by vvliich that ideal is worked 
out. Here, indeed, is the starting-point, historically as well 
as analytically, for an investigation into budgets and budgetary 
legislation. 

21. The Relation of Budgets to Constitutional Govern- 
ment. — The relation between budgetary regulations and the 
ideal of personal rights and social relations underlying popu- 
lar government is a very close one. Budgets, indeed, are 
one of the most important means through which those ideals 
are realized in public administration. It is an old saying 
that political power lies with whomsoever holds the public 
purse, and it is the first lesson of history that the struggle 
;lfor constitutional government has, in large measure, been 
k'onfined to the question of control over fiscal affairs. It may 
be well to refer to a few familiar instances which illustrate 
this point. 

(r) General Considerations . — As early as 1215 in England 
it was asserted as an ancient right that the king could not 
demand payment or service from his subjects in an arbitrary 
manner. Tlie twelfth article of the Magna Charta reads as 
follows: ‘' No scutage or aid shall be imposed in tl)e king- 
dom, unless by the Common Council of the realm, except for 
the purpose of ransoming the king’s person, making his first- 
born son a knight, and marrying his eldest daughter once, 
and the aids for these purposes shall be reasonable in amount.” 
By the fourteenth article, in case a general council is deemed 
necessary to take into consideration the question of aids, the 
king is bound to issue a formal summons to those who have 
a right to meet in council, and to state in the summons the 
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cause for which the council is convened. In these articles 
may be found an assertion of an ancient rig’ll! : that without 
the consent of the subjects no imposts could be levied. This 
assertion doubtless bore a very different meaning in the thir- 
teenth century from its interpretation under modern political 
conditions, but it shows that the prinC:iple of control over 
government through control over the sources of revenue 
is a very ancient one. 

• As bearing upon this point Creasy says : Among an the 
nations of the Gothic stock, whether of its Scandinavian or of 
its Teutonic branch, and in all the kingdoms founded by them 
out cf conquered Roman provinces, councils or assemblies 
of some form existed, whose consent the ruling chief was 
bound to olitaiii in order to legalize all important measures 
of State. We have already drawn attention to the assemblies 
of the principes, and the general assemblies of freemen among 
the primitive Germans, and to the Tings of the primitive 
Danes. The student may also here usefully refer to what 
has been said respecting the witenagemotes of the Anglo- 
Saxons. At least he must bear in mind that it was only with 
the sanction of this witan tliat an Anglo-Saxon king could 
make new laws or impose new taxes; that the prelates and 
the great nobles and thanes attended these asseml.)lies ; and 
that the inferior class, the ceorls, though not directly repre- 
sented there, yet were not without protectors and advocates, 
inasmuch as certain of the magistrates whom the men of every 
borough and township regularly elected from among them- 
selves for tlie purpose of local self-government might be pre- 
sent at the witan for the purpoj>c of obtaining redress for any 
wrong which might have been committed, and for the redress 
of which the ordinary tribunals were iiiadec|uate. When once 
present at the witan, though ostensibly only for the purpose 
of remedial justice, the ceorl magistrates must have had some 
influence in other matters also, inasmuch as the cheerful co- 
0])eration of the bulk of the community in carrying any par- 
ticular measure into eflfect never can be thought inimateria], 
even by those who have tlie power of enforcing sullen 
obedience. The Anglo-Saxon polity was overthrown by the 
conquering Normans; but the recollection of this virtual 
though indirect system of representation must have survived 
among the bulk of the population, and may have greatly 
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facilitated the adoption and insured the good working of the 
subsequent parliamentary representation of the commons.’' 

In France as well as in England appeal was made to the 
same principle as a principle of ancient establishment. In 
1787 the right of control by the people over revenue in 
France was declared ‘to be one of the “primitive laws of the 
State.” In an address by the President of the Parliament of 
Paris to the king are found the following words : “ The con- 
stitutional |)rfnciple of the French monarchy is that all im- 
posts should be consented to by those who are called upon 
to support tliern. It is not, sire, in the heart of a beneficent 
king to alter this principle which liolds to the primitive laws 
of your State. ... If your Parliament has for many years 
believed that it was able to answer for the obeclience of the 
people in matters of impost it has more frequently consulted 
its zeal than its power.” f 

The great charter of Holland, also, the origin of which, 
according to Beaulieu, “ is lost in the night of time,” imposed 
upon the executive the duty of coming in person before the 
assembly should he desire a grant of money. Many other 
citations might be made in evidence of the antiquity and 
universality among all peoples of Western civilization of this 
fundamental principle which, historically at least, must be re- 
garded as the basis of all budgetary legislation. 

The relation of fiscal affairs to the development of consti- 
tutional government appears most clearly in connection with 
the later history of the English people. After the downfall 
of feudalism, and the consequent political enfranchisement of 
the great body of the peoj)le, a struggle arose between the 
sovereign, who claimed exclusive privileges, and the com- 
mons, who claimed to represent the people. It was the 
principle of democracy arrayed against tlie principle of 
monarchy ; and as the feudal lords on the occasion of the 
Great Charter asserted as a primitive right the right of con- 
senting to supplies, so iKnv the representatives of tlie nation 
asserted as an inheritance of the past this same primitive 
right. The struggle between the commons and the crown is 
too familiar a chapter of history to warrant our dwelling at this 

* Creasy, The Rise and Progress of the English Constitution ^ pp. 
183, 184. 

f Leroy-Beaulieu, 'Traits de la Seienee des Finances^ Vol. H, p. 4* 
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time upon |:he events which it narrates. The result of that 
struggle was a concession to the coinnions of the right of 
control over the source of public supplies. 

Speaking, then, historically aiul for peoples whose govern- 
ments recognise constitutional limitations, the l)iul^et is not}- 
merely a report from the administrator fo the legislature upon^ 
the finances of the country, but it involves a constitutional ij 
right that such a report shall be made in order tliat thef' 
ptfople may control the finances of the nation.;'* Indeed, thei; 
extent to whicli this right is recognised may be regarded as 
one of the surest indications of the degree to which ])Opular 
government is develojjed. The fundamental law of every 
State vvliich j)reten(ls to enter ution a constitutional 
contains some specific mention respecting the fiscal rights of 
the people, or of the |)Opular legislative l)ranch which is com- 
monly acce|)ted as representing in a peculiar manner the in- 
terests of the peoj)le ; and as preliminary to the further study 
of budgets it may be well to consider Imietly the form in which 
tliese rights are expressed. 

(2) Basis of Budi^cf in Evyjand . — In Iriigland tlie 

constitutional fiscal rights of the House of Commons are tliree 
and as follows; 

Irirst. 'Hie right of consenting to the inpxxsiti^m (.)[ taxes, / 
of raising the rate of existing taxes, or of the renewal of pe- 
riodic taxes. 

Second. The right of consenting to public loans in every ' 
case, 

'riiird. '[’he right of consenting to expenditures; tliat is, of, 
making s]}ecific grants for specific purposes, and of limiting 


* The importance of the right of popular control over finance to a 
well-administered State has never been more vigorously expressed 
than by de TocqueviJle in hi.s treatise upon /Suni^f/ tJ hi r/volu’- 

tion. He says; "I dare to affirm that upon that day when the nation, 
fatigued by the long disorders which accompanied the activities of King 
John and the fall of Charles the Sixth, permitted the kings to establish 
an impost without its consent, and when the nobility had the cowardice 
to permit the third estate to be taxed provided only that it itself was 
exempt — on that day there were sown the seeds of all the vices and all 
the abuses which worked themselves out in the ancient n^gime during 
the rest of its life and which caused its violent death.'' — Stourm, Le 
Budget, p. 35. 



no GENERAL CONCEPTION RESPECTING BUDGETS. 

such grants to a specific time. Such is the legal basis of the 
English biuiget. ' 

(3) Basis of Budget Right in France . — Since the Revolution 
of 1787 the French people have lived under eighteen different 
constitutions ; all of them, however, recognise the right of 
the representatives of *the people to control fiscal affairs. Al- 
thoiigh tile form of government in France may still be re- 
garded as a political question, the lesson of absolutism seems 
to have been * thoroughly learned, and all the constitutions 
of the present century have been in substantial conformity 
with the principles laid down in the Constitution of 1787, 
so far as questions of fiscal right and procedure arc concerned. 
This principle was also asserted in the Declaration of Rights. 
In Art. XIV, sec 9, of that Declaration may be found the 
following; “All citizens have the right of proving either by 
themselves or their representatives the necessities of public 
contributions, to consent to them freely, to scrutinize their 
employment, to determine their amount, tlieir assessment, 
tlieir collection, and their duration/’ 

The Constitution of 1789 had three statements which may 
be accepted as the basis of the French Imdgetary system : 

First. It is stated in section 5 that no tax, impost, charge, 
duly, or subsidy can be established without the free consent 
of the representatives of the nation. 

Second. It is stated in Article VI that the representa- 
tives of the nation ought to hold surveillance over the em- 
ployment of subsidies. In consequence the administration 
ought to render a strict account to them. 

Third. It is stated in Artiide VII that the ministers and 
the other agents of royal authority are responsible for every in- 
fraction which they commit against the laws, whatever may be 
the order they have received. 

(4) Basis of Budget Right in Germany . — It lies in the theory 
of the German Government that the representatives of the 
people .should control expenditures, although the machinery 
for working out that control is not as yet fully developed. 
The principle finds ex[)rcssion in the Prussian Constitution 
of 1850, which grants in a definite manner to the representa- 
tives of the country the right to control through their vote 
public receipts and public expenditures, and German publicists 
are fond of narrating the following incident as proof of the 
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loyalty with which this constitutional provision is rc\aar(lc(l. 
In 1862, a plan for reorganizing the army having been sub- 
mitted, the deputies of the Prussian Landtag refused to make 
an appropriation for carrying out the proposed reorganization. 
Without narrating the incident in detail, or reviewing ihe 
arguments by which the measure was urged, it is sufficient 
to say that the reorganization of the army was carried 
through witliout the consent of the representatives 01 the 
pe^:)plc. The question was a matter of controveiVsy for several 
years. When, however, in 1866 the IxUtle of Sadowa demon- 
strated the merit of the reforms in the military by the victory 
of Prussia over Austria, and the I’russian people in conse- 
quence were well disposed toward the government, tlie king 
of Prussia asked the pardon of the deputies for liis illegal 
act. “ The public expenses made during this period/’ said 
the king, “ were without legal sanction/’ and he requested of 
tlie Landtag a vote to legalize what the government had 
thought it wise to do. It would be foolish to grant to this 
incident all the significance which the (jerinan ])ublicists as- 
sert for it, but it at least shows that the constitutional lawyers 
of the Prussian kingdom did not regard success an ade(|uate 
sanction for the fracture of a clearly exjiressed constitutional 
provision. 

In the Constitution of the German Empire adopted in 1871 
the following articles are to be observed as bearing U|)on the 
legalization of financial measures. 

Article 69 affirms tliat “ all income and expenditure of 
the empire must each year be estimated and brouglit into 
the imperial accounts.” This, i^ will be noticed, does not state 
that all income and expenditure must l)c voted each year, but 
that the budget, so far as it is a report, must be comprehen- 
sive and conqilcte. Article 70 defines the sources of im- 
perial income. Article 71 states that common expenditures 
must, as a rule, be agreed to f/><’7C'/7//g/) each year, although 
in certain cases a grant extending for a longer period may be 
allowed. Article 72 imposes upon the Imperial Chancellor tlie 
duty of laving before the Bundesratli and Reichstag an annual 
statement respecting the expenditure of the imperial income. 

These articles, like all constitutional provisions, bear the 
meaning placed upon them by the laws passed to secure their 
enforcement, but a casual reading must give rise to the 
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inipression that the influence of the people upon the general 
policy of government by means of their control over income 
and expenditure through the popular branch of the govern- 
ment — that is to say, the Reichstag — is much less direct than 
in the case of England or France; and this impression will 
be strengthened when the nature of that influence is sub'- 
jected to a more careful analysis. No special provisions are 
made for the enactment of financial laws, these being re- 
garded in all particulars in the same manner as other legxis- 
lative enactmcfUs, and sul)ject to the general rules which 
control the exercise of legislative power. Indeed, it is a 
significant fact that the articles of the Constitution referred to 
above, and which may ])e regarde<l as providing the l)asis of 
German budgetary legislation, pertain primarily to matters 
.of administration rather than to questions of fundamental 
o*ight. Tlie “agreeing” to appropriations provided for in 
Article 71 is, from tlie constitutional poitit of view, an essen- 
tial]}* different act from the consent of the House of (ami- 
nions in the case of English fiscal legislation, as will be seen 
when the effect of a failure to agree, or to consent, to pro- 
poser! governniental measures in the two countries is con- 
sidered. 

It slionld lie noted further that tlie Constitution itself is 
regarded as com|)lementary to the fundamental jirovisiotis of 
the established institutions of the laud, and must he inter- 
preted in tlie light of its relation to tliesc institutions. Wlien, 
for example, in Article 71, it is asserted that common expendi- 
tures sliould be agreed to each year, tlie words do not (juite 
, mean wliat they seem to imply. Cicrman jurists assert that 
,the power of the Reichstag to withhold supjilies is limited 
by the establislicd inslitutious and princijiles of the empire. 

. 1 'lius the Reiclistag cannot deny those supplies essential to 
the carrying on of the government. Expenditures are divided 
into two classes: first, those which can lie witlihckl, or “op- 
tional expenditures”; and second, those whicli cannot be 
withheld, or necessary expenditures.” For all supplies of 
this second class—that is to say, those necessary for the main- 
tenance of the estalflishcd governmental institutions — the con- 
current vote of the Bundesrath is necessary before they can be 
legally withheld. It thus appears that the popular branch 
of the legislature has at most a veto power upon expenditures, 
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and this veto power is limited in its exercise. The German 
Empire is lloubtless a constitutional government, but it is 
not a popular parliamentary government in the sense in which 
that phrase is commonly understood; and the budget as a 
means of exercising control over governmental policies is, in 
Germany, in a decidedly rudimentary state. 

(5) Basis of Budget Right in the United States . — ^The funda- 
mental law of the United States upon financial matters, as, 
indeed, upon all others, is found in the constitutions of the 
Federal Government and of tlie several States; and it may 
be said of all these constitutions that it is their aim to secure 
to the people absolute control over income and expenditure, 
and in this manner to guarantee to them supreme influence 
over governmental policies. Omitting from consideration the 
constitutions of the several States, there may be found in the 
Federal Constitution four provisions designed to accomplish 
this end. 

First. In Article I, sec. 8, clause 12, it is stated that ‘‘no 
ap|)ropriation of money [for the support of armies] shall be 
tor a longer term than two years."' In view of the use to 
which standing armies were put in the eighteenth century, 
and of the practice, more or less prevalent, of employing mer- 
cenaries for the purpose of military service, and, further, in 
view of the popular jealousy with which a strong central au- 
thority was regarded at the time the Constitution was adopted, 
it is not strange that this provision should have found place in 
the fundamental law of the land. Whether or not this clause 
would be inserted in the Constitution were that instrument 
in process of formation to-day is a question respecting which 
there may be some difference of opinion. There are, however, 
many who, in view of current events, profess, even at the 
present time, to regard this clause as of paramount impor- 
tance to the realization of popular government. 

Second. In Article I, sec. 9, clause 7, it is asserted that 
no money shall be drawn from the treasury but in con- 
sequence of appropriations made by law,” a provision designed 
to impose responsibility for expenditures upon Congress, and 
to provide against any encroachment by the executive upon 
the rights and prerogatives of the people. 

Third. It is further asserted in the same article that a “ regu- 
lar statement and account of the receipts and the expenditures 
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of all public money shall be published from time to time.** 
In this clause is found the constitutional necessiW for a re- 
port, which, as already stated, is the first form in which a 
budget makes its appearance, the demand for wdiich by the 
representatives of the people was, as a matter of historical 
record, the first step toward the realization of popular govern- 
ment. It is interesting to notice that the phrase “ from time 
to time '' was never interpreted to mean an annual report 
until iSo), and that so long as the Federalist party wasdn 
control of government tlie ([uestion as to tlie nature of these 
reports from the Treasury Department to Congress was con- 
tinually in dispute. In that year, however, largely through 
the influence of Albert Gallatin, a law was passed which 
provided for an annual report. By this law the provi- 
sion of the Constitution referred to was given effect, and 
its result has been, what was undoubtedly the purpose of 
the framers of the Constitution, to increase the importance of 
the legislative body in matters of public policy by giving to 
it absolute control over all questions of income and expendi- 
ture. The law undoul)tedly increased the power of Con- 
gress over money matters, and this poAver wxis still further 
increased by the creation of a House Committee of Ways and 
Means, with well-defined duties and privileges. From this 
time on the control of the Secretary of the Treasury grew 
weaker and weaker, until finally the ll(.)use, through the Com- 
mittee of Ways and Means, became the sole judge of all kinds 
of budgetary legislation. Occasionally there was a Secretary 
who, by superior force of character, so imbued the House 
with a belief in his ability ia manage the finances tliat his 
plans were accepted almost without question ; but as a general 
rule the chairman of the Ways and Means Committee had far 
greater infiuence than the Secretary of the Treasury in the 
preparation of financial measures. * 

Fourth. The fourth provision of the Constitution which 
presents itself in seeking for the legal basis of the American 
budget relates to the origin of revenue bills. In Article I, 
sec. 7, danse t, it is asserted that “ all bills for raising revenues 
shall originate in the f louse of Representatives ; but the 
Senate may propose or concur with amendments as on other 

* Thf Control of the Purse in the United States Government ^ by 
Ephraim D. Adams, Ph.D. 
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bills/^ So far as formal expression is concerned, this is an 
unique feature of the Constitution of the United States and 
of those constitutions modelled upon it, although the end 
which it aims to secure is recognised by all peoples who en- 
deavour to realize popular government. The minutes of the 
convention which framed the Constitution do not indicate that 
this provision was regarded as of very great importance. 

Many considered it the most convenient ground on which to 
base a compromise, others thought it necessary in order to 
secure the adojition of the Constitution by the people, while" 
there were a few who were either in favour of it because of a 
hvw belief in the principle or were opposed to it because of an 
equally firm disbelief in the wisdom of such a provision. 

“ It was, however, of very little iini)ortance that the ma- 
jority of the framers of the Constitution did not regard the 
restriction of the origiTiation of money bills to the House of 
Representatives as a great constitutional principle, for the 
people did regard it as such, and Gerry was right when he 
said that tlic presence or absence of such a provision would 
have much to do with the acceptance of the ('onstitiition 
by the people. That this provision has come to be regarded 
as a constitutional principle is clearly shown l)y the fact 
that many of the State constitutions which have been 
cither altered or adopted since 1787 contain sections al- 
most, and in many cases exactly, similar to Art. I, sec. 
7, of the Constitution of the United States. It cannot be 
said that the principle of the English (xuistitiition in this 
matter was acce])tcd by the constitutional convention and 
therefore placed in our form of- government. But once placed 
there it was accepted by the people as what they were pleased 
to call “a self-evident trutlry; and it has been l)elieved hy 
the American people ever since the adojUion of the Constitu- 
tion that the people, through their representatives, should 
control the extent and purpose of taxation.'’ * 

From the above summary it is evident that budgets rest 
upon the fundamental law of states, and assume an inip6r- 
tance in proportion as tlie people or their representatives con- 
vSciously aim at control over public policies. The treasury is 
the heart of the State. “ Money is the vital principle of the 
body politicT He who controls the finances of the State 

* Adams* Control of the Purse. 
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controls the nation’s policy. Constitutionalism is, the idea, 
budgets are the means by which that idea is realized. Not 
until the proprietary conception of government shall again 
attain supremacy, as was the case under the absolutism of the 
French monarchy, will the question of budgets and budgetary 
legislation cease to bear a popular as well as a scientific ia> 
terest 
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CONCERNING THE PREPARATION OF THE BUDGET. 

By Whom should the Budget be Prepared? 

(1) General Considerations. 

(2) Practice in England. 

(3) Practice in Germany. 

(4) Practice in the United States. 

(5) Criticism on the American Practice. 

What should be the Date ok the Fiscal Year? 

Respecting the Rules for Making Estimates. 

(1) Practice in the United States. 

(2) Practice in France. 

What should be the Form of the Buikset? 

Having considered budgets in their relation to popular 
government, we are now prepared to enter upon an analysis 
of their form and to undertake a study of the many detailed 
questions which arise respecting them. There is no room 
here for original method in treatment. Idie general order 
of presentation seems to be fairly well established, and that 
order will in the main be adhered to in the analysis that fol- 
lows, It is probable, however, that this analysis may receive 
a slightly different colouring on account of the fact that all 
questions of detail will be treated from the point of view of 
the American Constitution; and, as was pointed out in a 
previous chapter, this Constitution is peculiar in the care with 
which the principle of the separation of governmental func- 
tions and the balance of governmental powers are worked out. 

A budget passes through three stages in its progress to 
history; the first pertains to its preparation, the second to its 
legalization, the third to its execution. The present chapter 
has to do with the preparation of the budget. 

22. By Whom should the Buderet he Prepared? — ^The 
first question that arises in connection with the preparation 
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of the budget inquires what public officer or depairtment of 
government should he charged with the duty of making fiscal 
estimates and financial proposals, and of presenting them as 
projects of law^ We shall first answer this question in a 
general way, and then state the practice in England, Ger- 
many, and the United Slates. 

(i) General Considerations , — Wherever fundamental law al- 
lows the executive to Ijc an active member of tlie legislative 
body the preparation of the budget should be the act 
government, that word being used in its strict parliamentary 
sense. This is true because the government is directly re- 
sponsible for the fiscal policy of the State, and should be free 
to control that policy. No other answer is possible in those 
countries which seek to realize efficiency of arlrninistration on 
the one hand, and the liberty of tlie subject on the other, 
through the principle of political responsibility. This will 
be seen more clearly when we consider the practice in Etig- 
land. 

In addition to this general reason for imposing upon the 
administration the duty of preparing the budget, one or two 
minor considerations may be mentioned. There is greater 
likelihood that impracticable theories which look well on 
paper, but which cannot be realized in practice, will be ex- 
cluded from the fiscal policy if the administration, whose duty 
it is to execute the budget, shall have a controlling voice in 
its formulation. Again, the men who are responsilde for the 
administration of the government are, by virtue of their offi- 
cial positions, better acquainted with the details of financial 
questions than any other body of men, and on tliis account 
it may be presumed that the budget if prepared l)y them 
will be well adjusted even in its initial stages. Or, should it 
be recognised in the course of subsequent discussion upon 
the budget that it has been carelessly prepared, or prepared 
in ignorance of the real needs of the State, it lies in the work- 
ing of responsible government that the body of men thus 
convicted of carelessness or ignorance should resign in favour 
of those who have successfully criticised tliem. This being 
the case, it may be assumed that the preparation of tlie budget 
by the government insures for this work the best talent placed 
at the disposal of the public. 

Yet another reason for placing the nrenaration of the 
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budget in the hands of the administration, though it may pos- 
sibly be regarded as an application of the reasons already 
given, is found in the fact that under sucli circumstances there 
is greater likelihood that an harmonious budget will be even- 
tually voted than would otherwise be the case. Harmony or 
balance is accepted as one of the most important marks of a 
welbadjusted budget. Tlie harmony in question is of two 
sorts. The first pertains to a balance between the estimated ) 
and the executed l)udget, while the second has in view a just : 
apportionment of the aggregate of public expenditures to the 
various lines of public service. An harmonious budget in this 
sense of the phrase can only be expected where responsibility 
for tile form in which the budget is voted is direct, personal, and 
complete. Such considerations as these justify the conclusion 
that where the fundamental law of the State permits the 
government to come into parliamentary relations with the 
legislative body, the liudget should not only be pre]>ared hy 
the government, but the government should have control over 
it at all of its stages. 

( 2 ) Practice in England . — The al.)ovc considerations reflect 
fairly well the practice in England. Tn this country the 
cabinet, 1)y which the government is administered, is in reality 
a committee of the House of Commons, and, so far as finan- 
cial measures arc concerned, is held to absolute and unlimited 
responsibility for all its acts. Though a single ])ody, it acts 
in many capacities. As executive it draws u|) and presents 
to the legislature a report upon the maimer in which fiscal 
laws have been administered in the ])ast ; as member of the 
legislature it presents its financial i)oIicy as a project of law 
which of necessity must reflect the pu])lic policy for which 
it asks grants and supplies; as “ the goverMiiient it pre- 
sents to the legislative body, whose siip])ort it seeks, such 
arguments as may be urged in favour of tlie policy submitted. 
Nothing could be simpler or more effective than government 
by a committee responsible to the popular ])ranch of the legis- 
lature. It is because of its simplicity, its efficiency, and of; 
the degree of responsibility which it realizes that this organi-; 
zation has received so general a support from students of^ 
political science. 

The above statements, however, do not give full expression 
to the degree to which the responsilnlity of the cabinet in 
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England in matters of money is carried. The estimates of 
the fiscal needs must of course come, in the first place, from 
the heads of the various departments of government, who, in 
their turn, are obliged to rely upon the detailed knowledge 
of subordinate officers who have charge of bureaus or divi- 
sions. Now, according to English practice, the Chancellor 
of the Exchequer is given a constitutional control over the 
estimates of the departments and of the subordinate officials. 
This does not mean that he is granted a legal right to modify 
their estimates, but, as the theory of responsil)ilitY has worked 
itself out in England, he does, by virtue of the necessity of 
defending the liudget as a whole before the House of Com- 
mons, and of securing support for it from that body, have a 
;jControlling voice in determining both the aggregate of grants 
I to be asked, and the apportionment of that aggregate to the 
! several lines of expenditure. This is a characteristic feature 
of English practice. It is an extreme application of the prin- 
jCiple of administrative centralization, and would be incompati- 
[ ble with the idea of political liberty were it not that the power 
' thus centralized is wielded under the restraints of immediate 
; and direct responsibility. There is perhaps no other country 
where this principle could work as smoothly and successfully 
as in England ; and the fact that it succeeds in England can- 
not be accepted as proof of its adaptability to other states and 
other conditions. 

(3) Practice in Germany , — In Germany, and indeed in all 
countries whose constitutions are of the monarchical rather 
than of the popular type, practically the same adjustment is 
arrived at as in England, so far as the form of procedure is 
concerned ; but the results which follow are essentially dif- 
ferent. Holding in mind the Imperial Constitution rather 
than the Constitution of the States, the government, in, its 
double capacity of executive and legislature, is charged with 
the preparation of the budget as a report, and in connection 
with the Bundesrath of converting this report ii|tQ, a 
ject of law. It is true that the members of the Reichstag are 
granted the right of initiative, that is to say the right of pro- 
posing finance bills, so that a project of law might, so far as 
constitutional privilege is concerned, be drawn up and voted 
, independently of the government ; but, inasmuch as the Im- 
: perial Chancellor is responsible to the sovereign for his ap- 
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pointment? and can retain his office even though he fail to be i 
supported by the majority of the popular branch of the legisla- ) 
ture, and in view of the constitutional principle that the sovc-f 
reign can alone give authority to law, such a measure would | 
be abortive, except it be accepted by the Imperial Chancellor i 
and made a government measure. It is quite conceivable) 
that as a means of educating the German people to an appre- 
cjation of the true nature of their government the Reich- 
stag might be induced to draw out and to vote a budget 
of its own making. Such a step, however, would be revolu- 
tionary, and if successful would result in shifting the centre 
of real power from the sovereign to the representatives of the 
people. Thus, while it may be true that the German people 
follow the same general method in the preparation of the 
budget as the English, the responsibility for this act, both as 
regards its nature and its residence, is of an entirely different 
sort. It need hardly be added that under the German sys- ' 
tern the government exercises an effective control over the! 
many centres from which the parliamentary estimates are | 
drawn. An harmonious budget, therefore, may be expected ■ 
in Germany, as in England, so far as that result is dependent 
on the centralization of authority in its preparation. 

(4) Practice in the United States . — The peculiar feature of 
the Federal Constituliou of the United States, and of consti- 
tutions of the American type, is found in the separation of 
governmental functions for which it provides. It was be- 
lieved that the best results would follow should each de- 
partment. of government be independent in the performance 
of functions assigned to it. As a result of this adjustment 
no governmental task whatever can be performed without 
the concurrent acts of these independent repositories of 
political authority. In England the House of Commons 
is sovereign ; in Germany the centre of government is Im- 
perial authority; in the Ibuted States there is no one 
department which may be called sovereign or the centre of 
sovereign authority. In view of the separation of govern- 
mental authority prescribed by the Constitution of the United 
States, it follows that the budget cannot be prepared as at 
complete document either by the executive or the legislative! 

* This paragraph docs not undertake to suggest the relations that 
exist between the Imperial Chancellor and the Bundesrath. 



122 


PREPARATION OF THE BUDGET. 


branch of government. As a report upon the condition of 
finances, upon the efficiency of fiscal laws, and as the first 
step in the estimates for the ensuing fiscal period, it is the act 
of the ex^ecutiye department; as a project of law, however, 
I it must from the nature of the case be an act of the legislative 
/ bo<ly. Thus the preparation of the budget in the United 
States may be accepted as a political process different in 
character from that of either England or Germany; and, 
inasmuch as a considerable number of constitutions a^e 
framed upon the American model, it is as a type and not as an 
isolated case that its merits and defects must be considered. 

It will be of assistance to describe somewhat in detail the 
process by wliich the budget comes into existence in the 
United States. Tlie ('onstitution requires that a regular 
statement and account of the receipts and expenditures 
of all public moneys shall be made from time to time/' 
and it goes witlioiit saying that this must be the work of 
the official at the head of the Treasury Department. By 
the law of May lo, 1800, it was provided that this report 
should be laid before Congress at the beginning of each ses- 
sion, and that it should be a report on the subject of finances 
‘‘ containing estimates of the public revenue and the public 
expenditure, and {)lans for improving or increasing the 
revenue"; but it was specifically added in the law that this 
should be done " for the purpose of giving information to 
Congress." 

From the above statement it is evident that the line of 
separation between the executive and the legislative function 
for which provision was made* by the framers of the Consti- 
tution was regarded as of great importance by subsequent 
legislators. Were there any doubt of this, ample evidence 
could be secured from the debates of Congress previous to the 
law cited respecting- the clause which imposes upon the Secre- 
tary of the Treasury the duty of including in his report a 
fiscal " plan." There were those who objected to this when in 
1789 the matter was first brought up. " It might be well 
enough," said one of the members, " to enjoin upon him [the 
Secretary of the Treasury] the duty of making out and pre- 
paring estimates, but to go any further would be a dangerous 
innovation upon the constitutional privilcga^s of this blouse; 
it would create an undue influence within these walls, because 
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members might be led by the deference commonly paid to 
men of abilities who give an opinion in a case they have thor- 
oughly studied to support the minister’s plan even against 
their own judgment.'* * Another member spoke in the course 
of his argument as follows: “ Does not the Constitution ex- 
pressly declare that the House solely shall exercise the power 
of originating revenue bills ? Now what is meant by report- 
iiio' plans It surely includes the idea of originating money 
bills, that is. a bill for improving the revenue, or, in other 
words, of bringing revenue into tlie treasury. For if he is 
to report plans they ought to be reported in a proper form and 
complete. This is giving an indirect voice in legislative busi- 
ness to an executive officer. . . . lUit if my construction is 
true we are giving up the most essential privilege vested in 
us by the Constitution.” | 

As against tliis view it was urged tliat so long as Con- 
gress was free to accept or reject the plan of the Secretary as 
tlie basis of the legislative l)ill no constitutional privilege had 
been abandoned by imposing upon that officer the duty of sub- 
mitting a plan. Tt was this sensible opinion which finally 
prevailed, d'he debate is significant, however, in that it shows 
that the difference between the budget as a report and the 
l)ndget as a project of law was early recognised, and that the 
statesmen who framed the Constitution were loyal to the prin- 
ciple which rendered such a distinction necessary. 

The re])ort of the Secretary of the Treasury is a document 
of from fifty to an hundred pages. It begins with a condensed 
statement of receipts and expenditures for the year passed, 
'.vhich is commonly followed by a comparative statement 
showing the decrease or the increase by items during the year. 
Then come an estimate of revenue and an estimate of expen- 
ditures for “ the present fiscal year " upon the basis of existing 
laws. Tliese estimates, so far as ex])onditures are concerned, 
are the totals taken from a detailed and itemized statement 
of all the brandies of the public service, which, as, the ‘‘ Book 
of Estimates,” are submitted to Congress, and which may be 
regarded as an appendix to the Secretary's report. The formal 
text of the report begins after the results of the estimates are 
made known, and presents in a condensed form the condition 

* Mr. Page. Cf. Annals 0 / Con i^r ess, Vol. T. j). 592 . 

f Mr. Gerry. Cf. Annuls of Congress, V^ol. I, p. 6or. 
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of the various divisions or bureaus or offices of the©epartment 
of the Treasury, and calls attention to recommendations or sug- 
gestions of subordinate treasury officials for the advantage of 
their respective services. The report of the treasury officials 
to the Secretary are commonly bound up with the Secretary's 
report as appendices, making in the aggregate a volume of 
from twelve to fifteen hundred pages. These reports are 
designed to give a complete exhibit of the condition of the 
treasury and of the views of those who are responsible for its 
effi ci en t adin i n is t rat i on . 

That portion of the Secretary's comments made in 
obedience to instructions to submit a “ plan " for the con- 
sideration of Congress is of course the most interesting and 
significant. The subjects discussed are as comprehensive and 
various as the several divisions of the Department of the 
Treasury,* and go far beyond the strict limits of budgetary 
considerations. Currency, banking, the mint, the independent 
treasuries, the rules for collecting revenue, and many other 
kindred topics are subjected to discussion according to the 
exigencies of the service or the needs of government. There 
is no public document regularly published which reflects so 
clearly the current history of the nation as the annual report 
of the Secretary of the Treasury. On one occasion at least 
it gives rise to the suspicion of having been written with the 
purpose of influencing the nation's foreign policy.f 

But notwithstanding the great importance of this report 
and of the influence frequently exerted by means of it, the re- 
port itself does not pass beyond the first stage of the formal 
budget. It is a report for fhe instruction of the legislative 
body, nothing more. The fact that it is presented in the 
form of a “ plan " and is commonly expressed in the language 
of a government policy does not change in the least its real 
character. The '' plan " is not recognised by the Constitu- 
tion as a governmental policy, and cannot become such a 
policy by any act of the executive. It is not too much to say 
that the Secretary of the Treasury can exercise no constitu- 
tional influence upon fiscal legislation. He has no right to 
appear upon the floor of the House of Representatives in 

♦ For statement of the organization of the Treasury Department 
see § 34. 

f Gallatin’s report of 1807. 
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order to explain or urge his plan ; and his appearance in any 
of the committees of either the House or the Senate is a 
courtesy, and not a constitutional right. In the United States 
the budget as a report is absolutely severed from the budget 
as a project of law. The preparation of the former pertains 
to the executive, that of the latter to the legislative, department 
of government. 

The report of the Secretary of the Treasury, together with 
the^Book of Estimates, having been submitted to’ the Speaker 
of the House of Representatives, it is referred by the Speaker 
to the appropriate committees, and from this point on until 
an approved bill is submitted to the President for his signa- 
ture the constitutional control over financial legislation lies 
entirely in the hands of Congress. 

A word may be necessary respecting the committee system 
in order to explain the preparation of those financial bills 
which taken together constitute the budget in its second stage. 
Tlie most important of these committees is that on Ways and 
Means, which in 1795 was made a standing committee to 
hold during the session of the Congress by which it was ap- 
pointed, and in 1802 was given a permanent place in the 
parliamentary organi2ation of the House of Representa- 
tives. As constituted in 1802 the Committee of Ways 
and Means was charged with two distinct and comprehen- 
sive lines of duty. In the first place it was “ to take into 
consideration all such reports of the Treasury Department, 
and all such propositions relative to the revenue, as may 
be referred to them by the House; ... to inquire into the 
state of the public debt, of the revenue, and of the expendi- 
tures ; and to report from time to time their opinion thereon.” 
In the second place it was stated that “ it shall be the duty of 
this committee ... to examine into the state of the several 
public departments, and particularly into the laws making 
appropriations of money, and to report whether the moneys 
have been disbursed conformably to such laws, and also to 
report from time to time such provisions and arrangements 
as may be necessary to add to the economy of the departments 
and accountability of their officers.” 

It is the first of these lines of duties with which this study 
is at present especially concerned, that is to say, the task of 
raising public revenue and of localizing its expenditures. It 
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is sigrnificant that the resolution does not call, dor a report 
from the Committee of Ways and Means in the form of a bill, 
but states exj)licitly that the report shall be a “ report of 
opinion/’ This doubtless reflects the jealousy with which the 
House regarded any possible curtailment of its authority. At 
the present time, however, it is the universal practice of this 
committee, as also of other finance committees, to report in 
the form of bills. According to accepted practice the Com- 
mittee of WJiys and Means has almost exclusive control over 
that side of the budget which has to do with the raising or 
revenue. Its preparation is under the control of the commit- 
tee, and, as a rule, the work is performed in the committee. 

Without pausing to call attention to the several experi- 
ments which were tried from time to time, it is pertinent to 
notice that in 1865 the duties assigned to the Committee of 
Ways and Means were modified in a marked degree by the 
creation of a Committee on Ap})ropriations. 1 'lie mover of 
the amendnient by which this committee was created ex- 
plained that it was designed to divide the work of preparing 
finance bills between two committees, and in tliis way to 
secure greater care aiid greater economy in the management 
of the government finances. The duties of this new commit- 
tee as presented in paragraphs 76 and 77 of the Rules of the 
House arc as follows: * 

Rule 76: “ It shall be the duty of the Committee on Ap- 
propriations to take into consideration all executive coni- 
municalions and such other propositions in regard to carry- 
ing on the several departments of government as may be 
presented and referred to them by the House.” Rule 77 : Tt 
shall also be the duty of the Committee on Appropriations 
witliin thirty days after their appointment at every session 
of Congress, commencing on the first Monday of December, 
to report tlic general appropriation bills for legislative, execu- 
tive, and judicial expenses; for sundry civil expenses; for 
consular and diplomatic expenses; for the army; for the 
navy ; for the expenses of the Indian Department ; for the 
payment of invalid and other pensions ; for the support of 
the Military Academy; for fortifications; for the service of 

^ Rules of Order of 37th Cong^., House journal, 1862-63, 3d Sess., 
Appendix, p. 632. Also Cong. Globe. 2d. Sess., 38th Cong. pp. 666, 
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the Post-Qffice Department and for mail transportation by 
ocean steamers; and in failure thereof the reasons for such 
failure. And said committee shall have leave to report such 
bills at any time/^ 

It will be noted that among the duties of this committee 
is that of rendering its report on appropriations in the form 
of bills, which from the constitutional point of view makes 
the committee of a decidedly different character from the old 
committees, which were to report “ opinions.” ' It shows tliat 
the House of Representatives had abandoned the attemj)! to 
originate ” money bills, as that phrase was understood in 
lyiSp, and that American practice had moved in the direction 
of committee responsibility as the solution of the [)rol)lems 
of parliamentary procedure imposed upon this country by the 
separation of governmental powers. 

A third committee should be noted in this connection. Tn 
1883 the Committee on Rivers and Harbours was created 
to study and prepare such bills as peitain to a|:)pro|)riation 
of moneys for the improvement of rivers and harbours. Two 
years later this tendency was carried yet furtlier. It hn])pencd 
in that year that the gentleman who had for several years 
been chairman of the Committee of Ways and Means was at 
variance with the leaders of his party, and with the adminis- 
tration, upon the subject of the tariff. For certain political 
reasons, however, it seemed wise for the S])eaker of tlie IT()use 
to continue him in the chairmanship of that committee. Tt 
will be remembered that appropriation bills take precedence 
of other legislation, being bills of the liighest })rivilcge, and 
the chairman of the Committee on Appropriations did not 
hesitate to use his power to obstruct any legislation tiot ap- 
proved by In’m. At the beginning of the Forty-ninth Con- 
gress it was determined by the Speaker to take from tlie juris- 
diction of the Committee on Appropriations the majority of 
the a])propriation bills, and after a sharp contest this was done. 
Thus the bill for the support of the di|)loniatic service was 
given to the Committee on Foreign Affairs, the bill for the 
support of the military establishment was given to the ("oni- 
niittee on Military Affairs, the bill for the support of the naval 
establishment was given to the Committee on Naval Affairs, 
the bill for the support of the Indian service was given to 
the Committee on Indian Affairs, and the bill for the support of 
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post-offices and post-roads was given to the Committee on Post- 
offices and Post-roads. This left to the Committee on'Appropria- 
tions only the executive, the administrative, the judicial, the 
pension, the District of Columbia, the deficiency, and the per- 
manent appropriation bills. The practice thus established 
has been maintained to the present time. It thus becomes 
evident that the tendency in this country is towards the dis- 
persion of responsibility for financial legislation, rather than 
towards the concentration of responsibility in the hands oh a 
single committee. 

Going back now to the main question from which this in- 
quiry started, it appears that the jireparation of the budget 
in the United States is begun by the executive department 
of government. The communication from the executive de- 
partment may be in the form of a note from the President as 
well as a report from the Secretary of the Treasury. Only 
under unusual conditions would other members of the cabinet 
venture to submit recommendations embracing estimates of 
expenditures, although, as will shortly be explained, officials 
of minor offices do make personal appeals to the members 
of the various appropriation committees for modifications of 
the Secretary's recommendations. The budget as it leaves the 
hands of the executive is submitted in the form of (i) a report 
upon the execution of existing fiscal laws for the past fiscal 
period ; (2) an estimate of the fiscal needs of government for 
the period about to be entered upon ; (3) an outline of the 
policy upon fiscal affairs which may be accepted as an ex- 
pression of the desire of the administration. This document, 
or documents, being accepted Jiy the Speaker of the House of 
Representatives, is referred to the several committees con- 
cerned, to be used by these committees in such manner as 
they shall see fit. According to the usual practice the re- 
port and the estimates of the Secretary of the Treasury are 
made the basis of fiscal legislation, but there is no legal or 
constitutional requirement to this end. 

The preparation of the budget in its second stage is wholly 
a legislative act, and in this country is performed by the ap- 
propriate committees. These committees may adopt the 
executive recommendation as the basis of their bills, in which 
case they convert the advice of the executive into a legally 
expressed governmental policy for the consideration of the 
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legislature;* or they may ignore the recommendations of th<2 
administration and prepare bills according to their own liking. 

(5) Criticisms npon the American Practice , — The evils which 
arise in connection with the American method of preparing 
money bills are three and as follows : 

First. The treasury official, who is nominally responsible 
for the estimates submitted to Congress, is given no consti- 
tnjional or legal authority to control them. His duty is 
largely clerical. Accepting the estimates of the heads of 
the various independent departments and bureaus of the 
government, he causes them to be classified and summarized, 
and transmits the result as the Book of Estimates.* He feels 
no official responsibility for the amounts which it contains, 
nor is there any guarantee in the manner in which the esti- 
mates are brought together that they retlect the fiscal needs 
of the government economically administered, or that a just 
balance is maintained between the appropriations to the va- 
rious branches of the public service, as would l)e the case were 
the Rook of Estimates recognised as the basis of all legislation 
upon appropriations. As an individual or as a memlier of the 
cabinet, and through cabinet courtesy, he may doubtless in- 
llucnce somewhat tlie estimates of tlic various departments. 
In liis ca]’)acity of auditor also lie may call attention to the 
necessity of greater economy in certain departments than the 
officials in charge have seen fit to recommend; but inasmuch 
as th<* authoritative oj)inion on expruditures as presented to 
llie legislature is that of the Committee on Appropriations and 
other committees rather than of the d'rcasnrv Department, the 
Secretary feels no imperative necessity of presenting the esti- 
mates in the sliape in which, according to the administrative 
policy, tliey ought to liecomc law.f This must be recognised 

* “ The estimates of this deparnnent are submiuerl as made up by the 
officers in charge of the public duties to wiiich they respectively per- 
tain, and while exceeding those of last year by the sum of $1,699,332.69, 
they are in excess of the appropriations made for the department at 
the last session of Congress only to the extent of $608.55.” From the 
i88t Report of the Secretary of the Treasury, p. vii. 

t The Secretary of the Treasury cannot be constitutionally the 
possessor of that " ferocity ” which, according to M. Thiers, is essen- 
tial for a successful Minister of Finance. The following is quoted by 
Stourm as indicating the quality or character that must be displayed 
by one intrusted with the administration of public expenses. After 
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as a serious defect, and one which will inevitably lead to serious 
evils. Each department, treed from all control, freed also from 
that sense of responsil)ility which comes with the contemplation 
of the ways and means to meet expenditures, and incited by 
the desire to increase its relative importance in the govern- 
ment by increasing the money voted for its support, will esti- 
mate its needs in a very lavish manner. The aggregate of 
expenditures asked for will, under such conditions, be greater 
than under a system which recognises the* estimate of the ad- 
ministration as the final and authoritative estimate. If to this 
be added that the Committee on Ap|)ropriations, when it 
undertakes an analysis of the estimates, consults with the 
heads of the various departments and bureaus, and even with 
sub-officials of the departments and bureaus, rather than wdtli 
the Secretary of the Treasury as the representative of the ad- 
ministration in matters of expenditure, it is easy to see how 
inter-departmental enmlation and private interests will tend 
to swell the aggregate of expenditures. There is thus dis- 
closed a most serious defect in the American system of prepar- 
ing money bills. This defect might in part be removed 
should the Committee on Appropriations recognise the Secre- 
tary of the Treasury as the only means of financial commimica- 
tiori between itself and the administration. Such a ruling 
would be a reform in the direction of concentration of re- 
sponsibility, and as such wxnild be in perfect harmony with 
the theory of an effective pojmlar government. This proposal 
wfill be further considered when the question of reform is taken 
up for discussion. 

Second, The second diffimlty in the attainment of good 
results under the American practice is due to the separation 
of responsibility in the preparation of the budget in the legis- 
lative body itself. Tlie Committee of Ways and Means has 

praising M. Mange for “sweet temper and rare good sense, qualities 
of great importance for one who administers public finances,*' M. Thiers 
continues his address as follows : “To this praise, if you permit me, I 
desire to add a slight reproach [“ Ah ! ah ! “], but very slight. I shall 
not reproach M. Mange for the lack of any good quality ; no I I shall 
reproach him for the lack of a certain fault. This fault (I search for a 
word to characterize it; 1 am obliged to employ one a little strong, but 
you will pardon me), this fault which M. Mange lacks is a certain 
ferocity which 1 regard as indispensable to a Minister of Finance.’* 
Cf. Stourm, U Budget, p. 63. 



BY IVHOM PREP/fRED, 


to do withoraising revenue ; the Committee on Appropriations 
has to do with expenditures. These are mdependent com- 
mittees of equal and coordinate authority. Were they both 
obliged by custom, rule, or law to consult with the head of the 
Treasury Department relatively little liarm would arise from the 
fact of their independence; but as it is there is no guarantee 
of harmony between income and expenditure. ( )n the other 
hand there is every reason to expect a discrepancy between 
the two sides of the budget. It is true, as was asserted at 
the time the Committee on Appropriations was created, that 
this committee may consult with the Committee on Ways 
and Means, but the liberty to consult is essentially ditlerent 
as a priiicitdc in parliamentary organization from tlie legal 
necessity of consultation or the legal authority to control. 
Neither committee is obliged to adjust its discussion to the 
policy of the other. 

It may be said as against this criticism tiiat the Committee 
on Appropriations has existed since 1865, and that no serious 
com|)laints have been heard respecting its action; but it 
should be remembered that during the thirty years of its life 
the I'ederal Treasury has been in constant possession of sur- 
plus funds. How the difiicultics arising from the separation 
of authority will be adjusted when the task imposed on the 
Committee of Ways and Means is that of augmenting the 
revenue rather than reducing it is a question upon which the 
experience of the United States has as yet thrown no light. 
The separation of the committee on expenditures from the 
committee on income, and the removal of both committees 
from any constitutional influence or legal control of the execu- 
tive department, leads to an unwarranted looseness in all mat- 
ters of fiscal legislation. In this lies the weakness of the 
American budgetary system ; and if, with the separation of legis- 
lative responsibility above referred to, it is recognised that tlie 
Committee on Appropriations is such in name only, owing 
to the fact that many of the important committees can bring 
in bills for the expenditure of public moneys, one begins to 
appreciate the extent to which responsibility for fiscal legisla- 
tion in the United States is diffused by the established practice 
of Congress. 

Third. The third defect in the method of preparing the 
budget as presented in tlie United States is due to the fact 
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that the authority of the President cannot be brought to bear 
upon fiscal legislation during its initial stage. Such legisla- 
tive authority as he possesses rests upon his right to veto bills 
presented for his approval, and this cannot be exercised until 
the bills have passed both Houses of Congress. The |)ractical 
result of this is that the President has no voice in the adjust- 
ment of the details of finance bills, and this is equivalent to 
saying that his^opinions are of slight importance in question's 
of income and of expenditure. 

It was undoubtedly the intention of the framers of the Con- 
stitution that this should be the case, but it is at least open to 
question whether or not they adequately appreciated the in- 
congruity of the situation. Idiey did not foresee tlie rise and 
influence of standing committees. The President is the only 
officer elected by the people of the entire country. He is the 
only person who by virtue of his election may be said to repre- 
sent the popular will The committees, whosc‘ jiovvers, as will 
shortly be pointed out, arc almost absolute in the framing of 
laws, are composed of men who represent congressional dis- 
tricts. Is it not an incongruity that in a matter of sucli vital 
importance to the entire nation as the laws for raising and 
disbursing revenne tlie men who, by virtue of their position, 
are the most influential are responsible not to the country at 
large, but to a small district of a possibly small State ? It is 
a matter of serious conqilaint that tlie will of tlie people as 
expressed in presidential elections is so tardily reflected in 
current legislation, and this in large measure is due to the 
inability of the representative of the people to influence in an 
official maimer the details of Trills while yet they are in their 
formative or plastic state. Nowhere does this evil present 
itself more clearly than in connection with financial legisla- 
tion, 

23. What should be the Date of the Fiscal Year? — 

Another series of questions brings into view the time element 
of the budget. What slioiild be the length of the fiscal pe- 
riod ? What date should be chosen for the beginning of that 
period ? At what time in the legislative session should the 
budget be presented ? 

So far as the length of the fiscal period is concerned, the 
practice seems to be quite uniform. The year — that is to say, 
a period of twelve months* duration — is accepted as the most 
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convenient period contemplated by fiscal legislation and fiscal 
administration. This does not mean that for some purposes 
the year may not be broken into fractional parts, or that for 
other purposes it may not be used as the submultiple of a 
longer period. In the great majority of cases, however, the 
unit of time is the year, and the phrase ‘^fiscal year'’ is a 
familiar one in financial discussion. This is but a recognition 
(jf the universal practice, the reasons of which ;^re too manifest 
to require statement. 

\Vith regard to the date at which the fiscal year begins 
there is not the same uniformity in practice. Thus in France 
the fiscal year is the calendar year. It begins with January 
1st and ends with December 31st. Formerly this was the 
commonly accepted -fiscal period, but at the present time the 
majority of nations have selected other dates. After several 
experiments England, in 1855, adopted April rst as the be- 
ginning of her fiscal year, a precedent whicli has been fol- 
lowed by the German Empire, by Prtissia, Wurtemberg, Den- 
mark, and Roumania, as also by other states. The United 
States used the calendar year as her fiscal year until 1844,, 
when a change was made to July ist. This date was ado])ted 
after a somewhat extended discussion as to the relative merits 
of several ])roposed periods. Other states which accept July 
1st as tlie beginning of the fiscal year are Spain, Portugal, 
Norway, Canada, and Mexico. In Belgium the fiscal year, 
as in France, coincides with the calendar year, but in order 
to overcome the difficulties incident to this practice, and 
which, indeed, induced other nations to adopt April Tst or 
July I St as the beginning of 4 hc fiscal period, Belgium has 
found it necessary to break the fiscal year for certain pur- 
poses into months, and to recognise Ic doudriiic pro 7 ’isoirc as a 
necessary adjustment in her budgetary system. The choice 
of the fiscal period, then, does not seem to be entirely an ar- 
bitrary matter; on the contrary, it is a detail of considerable 
importance. 

The considerations by which the date for the beginning 
of the fiscal year is chosen are the same, in a general way, as 
those which determine the time at which the budget should 
be presented to the legislative body. It is of course desirable 
that the estimates, whether of income or of expenditure, 
should be as accurate as possible. The budget as estimated 
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should harmonize with the budget as executed, order, 
however, to secure tliis balance between estimated and actual 
expenditure and income it is of importaiice that the votes 
Vviiicli i:)rovi(;!e for revenue and legalize expenditure should he 
taken as short a time as possible before the date at which fiscal 
laws arc to go into operation. 1'here is no way of accomplish- 
ing this except to place the date for the beginning of tlie fiscal 
period as short •a time as possible after the date when, in orr 
dinary parliamentary practice, the final vote on fiscal bills will 
be taken. Thus the beginning of the fiscal year sliould, in a 
general way, coincide with the end of the parliamentary year. 

The importance of allowing as short a time as possil)le to 
intervene I)etween the date of the vote upon the budget and 
the date of its going into operation will be appreciated if tlie 
source of discrepancies receives a moment’s consideration. 
It is [)ossil)]e for estimates to err either on the side of income 
or of expenditure. Revenue from some sources may l)e ac- 
curately calculated, 'riius revenue from a land tax or a |)oll 
tax may be accurately determined. Revenue whicli is likely to 
accrue from an income tax, also, provided it l)e of long stand- 
ing in a community, may be estimate<l with confidence. Yet 
even licre any considerable change in the rate will so modify 
the inducements to concealment and false statement as to in- 
validate somewhat the trustworthiness of the estimate. When, 
on the other hand, the financier is called upon U) estimate the 
probable proceeds of indirect taxes, such as excise duties or 
duties on imports, he encounters a number of variable factors. 
Such taxes are paid by thg consumers of taxed commodities, 
and their proceeds consequently fluctuate with the consuining 
ability of the connmmity. Xovv this is a varia])le factor, and 
one which cannot be determined with any certainty for any 
consideral:)le Icngtli of time before the date at which the esti- 
mate is made. It is essential, therefore, in order to venture a 
fair guess respecting income, that the guess should be made 
at a time when the probable industrial condition of the coun- 
try can be foretold with some degree of accuracy. This is 
the reason why the final estimate — that is to say, the vote of 
the legislative body on fiscal matters — should be placed as 
closely as possible to the beginning of the fiscal vear. 

Expenditures are perhaps capable of greater accuracy of 
estimate than income, since they are, in a measure, a matter of 



Dy4rE OF THE FISCAL YEAR. 


^35 


choice witli^the government. Thus the expenses of the army 
or of the navy in time of peace will probably be about the 
same from year to year. This is also true of the civil list, 
while payments to the sinking fund and other contractual [)ay* 
ments are capable of exact calculation. It is, however, impos- 
sible to estimate accurately the expenses of the foreign ser- 
vice, of the judiciary, or indeed of the amount which must be 
exj)en(lcd any particular year for public works, lliit it is true 
of expenditures as of income, that the less time intervening 
between the estimated and executed budget the greater is the 
likelihood of harmony and of balance. 

A study of the practice among various states bears testi- 
mony to the truth of tliese considerations. In England, whose 
financial administration is equal to that of any other country, 
the time intervening between the first presentation of the 
Inulget and the dale of its going into ojieration seldom ex- 
ceeds five months. Hie circulars calling for estimates from 
tlie various dc|)artnients of state arc sent out toward the end 
of October, and arc presented to the House of Commons some 
time in lAbruary. Thus both the estimates and the vote are 
brought close to the date of execution. In the United .States 
the report of the Secretary of the Treasury must be presented 
to Congress within ten days after the beginning of each ses- 
sion of Congress, while the committees on Ways and Moans 
aTul on Appropriatiofis are required to report to the House 
within thirty days from the time the estimates are submitted 
to tliem. Thus from six to seven months may be said to in- 
tervene between the first estimates and the beginning of the 
fiscal year to which these estimates apply. When, however, 
it is recognised that the estimates of the Treasury Depart- 
ment are not authoritative, but tliat these may be and com- 
monly are revised by tlie committees, it follows tliat the period 
between the estimated budget and the beginning of its execu- 
tion is much shorter. 

The practice in France does not commend itself to one 
educated in the stricter schools of English or American finan- 
ciering, since fourteen or fifteen months frequently intervene 
between the estimates of income and expenditure and the 
time wlien the laws based upon those estimates go into opera- 
tion. For example, the administration will })eg‘in its estimates 
for the year 1897 in October or November of the year 1895. 
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Under such conditions accurate estimates cannot t)e expected, 
since it is impossible for any one to tell so, long beforehand 
what the commercial condition of the country will be. It is 
not, therefore, surprising that the estimates in France should 
exert little influence upon financial legislation. Nor is it sur- 
prising to learn that France, of all countries in Europe, does 
not find it inconvenient to retain January ist as the date be- 
ginning its fiscal year. , 

The conclusion of this analysis is that April ist or July 1st 
is the best date for the beginning of the fiscal year, since in 
this manner the least possible time intervenes between the 
legalization of income and expenditure and tlie opening of the 
period to which the laws apply. 

24. Respecting the Rules for Making Estimates. — Tlie 
first step in the formation of the budget consists in making 
estimates of the income and expenditures for the year to be 
covered by the fiscal legislation of the budget in question. 
The importance of sound estimates arises from the fact that 
at no time in its brief history is the budget in so plastic a con- 
dition as during its initial stage; at no time can it be brought 
so easily to reflect the policy of the government or the interests 
of the public. Should the budget go far astray in the matter 
of estimates it would be very (lifficiiU, if indeed possible, to 
bring it into sliape during its progress tlirough the legislature, 
for that body cannot be brought to show an equal interest 
in all chapters of so comprehensive a scheme of legislation, 
a fact due in part to the large numbers that compose it, and in 
part to the local character of tlie representation which its 
members sustain. Sound fiscal legislation must begin with a 
conservative estimate of probable receipts, and a purposeful 
estimate of probable expenditures. 

As Stourin very pertinently remarks, the qualities neces- 
sary for correct estimates are sagacity and integrity ; sagacity 
to see clearly into the future, integrity to declare with truth 
what one sees.* It Is of course impossible to cultivate these 
qualities, or to secure them at will for the service of the State 
in case they exist. The most that can be done by the Science 
of Finance is to inquire respecting the various methods 
adopted for arriving at correct estimates, and to derive from 


* Stourm, Lf Budgrt^ p. 156, 
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such an inqliiry some suggestions concerning the most appro- 
priate method of procedure. 

It is evident that the care with which the financial items of 
a given period may be estimated depends in large measure 
upon the proximity of the time at which the estimate is made 
to the period it is designed to cover. The bearing of tliis re- 
mark has been already suggested when discussing the date for 
the beginning of the fiscal year; and from considerations then 
submitted it is evident that a rule for making estimates tliat 
might work well in the case of a nation which, like England, 
permits but four or five months to intervene between the 
formulation and the execution of the budget could not be 
followed with satisfactory results if practised by a nation 
which, like France, interjects from twelve to fifteen months 
between the beginning and the end of 'the process of fiscal 
legislation. The method followed in England. Italy, Germany, 
and the United States is practically the same, and consists 
in providing- conditions that invite the exercise of sagacity. 
The practice in I^'rance, on the other hand, discourages tlie 
exercise of sagacity because it substitutes for an estimate an 
arbitrary calculation. 

(i) Practice in il.: Uniled States .— indicating the general 
practice among nations, the method followed in the United 
States may serve for illustration. The report of tlie Secre- 
tary of the Treasury, which is submitted to Congress early in 
December, gives, first, tlie covered receipts and expenditures 
for the fiscal year just passe<i — that is to say, for the year end- 
ing oil the jotli of tlie preceding June. Erom tliis statement 
Congress may learn the results of such laws as were in opera- 
tion during tlie period in question. In addition to tin’s state- 
nicni there is next inserted a statement of receipts and ex- 
penditures for tlie first quarter of the current fiscal year. 
This brings an accurate statement of income and expendi- 
tures to the close of September 30t]i preceding tlic l)eceniber 
in which tlic report is submitted. The significance of this 
second statement is that it shows tlie results for three months 
of such laws as are in operation at the time Congress is called 
upon to consider furtlicr fiscal legislation. Moreovvcr, the 
accounts of the Treasury Department are kept in sneh a man- 
ner that tlie vSecrctary knows pretty well concerning the opera- 
tion of these laws during the months of October and Novem- 
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ber, and is, on this account, in a position to modify the esti- 
mates lie is called iijion to make by the appearance of any 
unusual disturbance in the orderly course of receipts or ex- 
penditures. Under such conditions it ought not to be diffi- 
cult to forecast with considerable accuracy the estimates for 
the remainder of the current year, since, as a matter of fact, 
tlie go\'ernnient has before it the actual receipts and expendi- 
tures for fivc^out of twelve months of the period under co^n- 
sid oration. 

We have not, however, conic to tlie most difficult task im- 
posed upon the Secretary of the Treasury. The important 
estimate contained in his report pertains to the fiscal year 
following the current year in which his re|)ort is submitted to 
Congress; that is to say, his report for the year ending June 
30, 1896, must contain a statement of actual and estimated 
receipts for the year ending June 30, 1897, and an estimate 
of income and expenditures which may be used as a Iiasis of 
fiscal legislation for the year ending June 30, 189S. The prac- 
tice usually adopted is to calculate what would be the probable 
receipts of the government on the assumption that existing 
laws sliould be continued, and then to modify this estimate on 
the basis of proposed changes in the laws or in the services to 
be undertaken. It is evident that the variable element in such 
a calculation, and the one which calls for sagacity and intelli- 
gence. arises from the instability of business and commercial 
conditions. The movements in po])ulation affecting the 
general consumj)tion of a nation may be forecast with a fair 
degree of accuracy. Beyond this, however, there is no as- 
sured staliility in the conditions which determine the produc- 
tivity of taxes. A depression in business prosperity will de- 
crease the revenue to the State, while unusual prosperity will 
tend to increase that revenue. The strength of the perturbing 
forces cannot be measured in any arbitrary manner, although 
the Secretary, in arriving at his estimates, is obliged to as- 
sign a definite influence to each of these forces and to make 
allowance accordingly. 

The accuracy with which governmental receipts may be e.s- 
timated for a period which lies in the future depends upon the 
ability of the Minister of Finance to forecast the commercial 
and industrial life of the period. There is perhaps no other 
task in connection with the administration of finance that calls 
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for so conipi'bhcnsive a knowledge of industrial forces, or so 
niiniite an acquaintance with statistical data.* The accumu- 
lated experiences of successive years will undoubtedly result 
in the formulation of certain rules that will prove to be of 
great assistance in making estimates, but these rules should 
always be used with intelligence and discretion. Sucli are 
the considerations urged in support of the theory so generally 
acc*‘pted that the only guarantee of satisfactory estimates con- 
sists in establishing those conditions that invite the exercise 
of sagacity. This is done ])y bringing the date of estimate 
as near as possible to the period for whicli the estimate is 
made, since in this manner not only is the task rendered re- 
latively easy, but the results of a slovenly estimate will quickly 
appear as a censure to him responsible for it. 

(2) Practice in France . — As a contrast to tlie general 
method of procedure followed by the larger number of modern 
nations, tlic practice in France bears a peculiar interest. It 
must l)e held in mind that the period intervening between 
^he time for which the budget is estimated and the ])eriod to 
which it applies is much longer in France tlian in other coun- 
tries, and that a careful calculation of probable receipts is on 
this account rendered more difficult. The broad margin of 
time between the estimated and executed budget invites a 
play of the imagination not ])ermitted, at least to so great a 
degree, under tlie conditions adopted by other peoples, vSuch 
being the situation, it is perhaps natural that France should 
have adopted an arbitrary rule for arriving at probable re- 
ceipts. 

Since tlie time of the Restoration it has been tlie accepted 
practic'c to I'cport in ]}lace of an estimate the covered receipts 
of the last preceding year. To make clear what is meant the 
following is quoted from the s])eech of M. Sadi-Carnot, who 
was Minister of Finance in 1886. He says: ‘'The direct 
taxes have been calculated according to the old method, which 
consists in taking for the basis of the future period the receipts 
realized during the last period for which the accounts arc com- 
plete'' (“ e'est-a-dire, les recettes del'annee anttqKuniltieme ”).+ 
Such a process cannot, of course, result in presenting to the 

* It is on this account that a well-equipped statistical bureau is 
essential to the equipment of the Treasury Department. 

t Quoted from Stourm, Le Budget^ p. 158. 
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legislature an accurate statement of probable resiiits which can 
be used as a basis of fiscal legislation, and its inevitable ten- 
dency must be to invite the legislature, in making appropria- 
tions, to disregard the estimate of receipts submitted in the 
budget. It would be difficult to conceive of a more pernicious 
tendency in financial legislation than to proceed in the voting 
of appropriations or in the revision of revenue laws without 
a clear appreciation of the receipts which existing laws wQuld 
be likely to secure. 

This embarrassment has been frankly recognised by the 
publicists of France, and there have been two suggestions 
designed to remedy this defect. The old rule for estimates 
having been interrupted by the revolution of 1848 and subse- 
quent events, the question of the proper method of procedure 
was formally considered in 1854. Speaking of this question 
the chairman of the Budgetary Commission expressed him- 
self as follows: “ The old method of procedure has certain 
advantages which we do not overlook, but it has the incon- 
venience of contributing to receipts an estimate always inferior 
to their reality, and of necessitating also an estimate of ex- 
penses upon a scale which is generally known to be below their 
reality. From this there arises the grave inconsistency of 
having by the side of the avowed budget a budget held in re- 
serve/^ * To remedy this defect it was proposed to substitute 
the systhne des maj orations , which means in eflfect that to the 
covered receipts of the antepenultimate year should be added 
an estimate of the increase in receipts for the year to which the 
budget applies on account of the expansion of commerce and 
trade, or for any other cause known to the Minister. This 
plan, however, was not followed for any considerable length 
of time; and when the confusion occasioned by the Crimean, 
the Italian, and the Mexican wars had passed, and the ques- 
tion of orderly estimate w^as again considered, the old rule was 
brought forward and formally accepted. This was in 1863. 
In 1882 the question was again discussed, and it was proposed 
by M. Leon Say to revive the practice of estimates, although 
in a somewhat modified form. His proposal was to accept 
the average receipts of the five years previous to the date of 
estimate as the basis of calculation, and to modify the result 
thus obtained by general considerations which would suggest 
* Quoted from Stourm, Lc Budget^ p. 160. 
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themselves h\ attempting to forecast the operations of laws in 
the future. It would have been interesting to observe what 
niiglit have been the result of this plan, ])ut unfortunately it 
was followed for a year only. It is not likely, liovvever, that 
the practice would have exerted any marked influence upon 
the financier. The difficulties in the French system are radi- 
cal. The period intervening between known results and the 
(lat^e for estimate is too long, while the accounts of^ the treasury 
are so tardily closed that tlie data for estimates would in any 
case be comparatively old. The system invites neither careful 
estimates nor careful legislation. The practice of other peo- 
ples is rather to be commended. 

25. What should he the Form of the Budget Statement 1 — 
1 'he third of the technical questions respecting the prepara- 
tion of the budget pertains to the form in which it shall l)e 
presented to the legivslature. Upon this point it may be said, 
in the first |)lacc, that whatever its form it should be tlie same 
from year to 3 'ear, or at least that no arl)itrary or unnecessary 
cliangcs slionld l)e introduced. The reason for this may be 
easily stated, d'lie rules and ctistoms concerning the passage 
of money ])i]]s slioiild ])e so firmly cstal)lishcd and so well 
known that no member of the law-making body can plead 
ignorance, eitlicr of tlie condition of the bill at the time his 
vote is requested or of the parliamentary effect of his vote, as 
an excuse for an erroneous decision. An established rule re- 
specting tlie form and classification of estimates cannot, of 
course, enable a legislator to avoi(l error of judgment respect- 
ing tlie general policy embraced in a proposed law, but it may 
enable him to understand wdiat as implies! by any particular 
vote on any particular clia[)tcr of the Inidget at any particular 
stage of its progress. y\n illustration will make this clear; 

Suppose that for a scries of years the customary a])propria- 
tions for United States marshals has been included in that of 
the judiciary, and that without proper notification it is 
changed to some other chapter of the budget. Under such 
circumstances it would not be strange should some member of 
the legislature cast his vote for the judiciary ap])ropriation, as- 
suming that by so doing he had made the customary provision 
for the marshals. It is futile to suppose that ewery member of 
the legislature can keep himself informed respecting the details 
of all bills that claim his suffrage at all their stages of progress 
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towards law. He performs his full duty (except for such bills 
as he may introduce or as come from the committee of which 
he is a member) if he keeps himself in toucli with the general 
legislativx' principles and governmental policies involved in 
the great mass of bills; and he is justified in assuming that, 
in the absence of formal notification to the contrary, the rules 
of procedure, tlie classification of items, the terminology em- 
ployed, and the like, of regularly recurring bills, will contimie 
the same from year io year. Permanency in the adopted form 
of a budget is, perhaps, ot more importance than the particular 
form adopted. 

That tlie budget should be introduced as a comprehensive 
document will doubtless be conceded. Tliis is true because 
the general condition of a natiords finances must be known 
before a rational o})inion upon any particular proposal re-* 
specting either income or expenditure can I)e entertained. It 
it necessary, therefore, that a budget stafement should begin 
by an exhibit on a single page of the aggregate of actual re- 
ceipts and expenditures for the year past ; the aggregate of 
receipts and expenditures, actual and estimated, of the year 
current ; and the aggregate of estimated recei[)ts and expen- 
ditures for the year for which laws are to l)e enacted. This 
is the general practice of nations, and in this regard the 
annual report of the Secretary of the Treasury may be ac- 
cepted as a model of concise and comj)rehensive statements. 

To say that the budget statement should be comprehensive 
docs not, however, answer all the questions that arise respect- 
ing its form, for the query still remains respecting the classi' 
fication of income and expefiditure most conducive to clear- 
ness of discussion and intelligent legislation. The budget 
will probably be voted in substantially the form in which it is 
presented ; such, indecrl, is the common practice of nations, 
whatever their political or parliamentary organization. The 
form that the budget should assume cannot be determined by 
reference to any one consideration. The question which it 
presents is partly a (luestion of administrative organization, 
partly a question of convenience for legislative study, and 
partly a question that calls for compromise between the finan- 
cial and the political interests involved. The consideration 
last mentioned is the only one that calls for comment. 

The natural demand of the financial interest is that the 
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budget sholild be clear, simple, easily understood, and of few 
classifications. About all that the rank and file of the legis- 
lative body is called upon to consider is the aggregate of ex- 
penditures, and the apportionment of this aggregate to tlie 
several lines of public service; for, so far as income is con- 
cerned, it can hardly be expected that the individual nicmbers 
of the legislative body will proceed in their analysis of finan- 
cial affairs beyond a study of the general principles underlying 
the project of the law. It is of course necessary that estimates 
should rest on a careful scrutiny of details, Init, as we have 
already seen, this task is cither performed by the government 
or is intrusted to a specially appointed committee. All this 
detail must be taken for granted l)y most of tliose whose votes 
legalize income and expenditure. This being tlic case, it is 
not necessary that any considerable amount of detail should 
be incliulcd in the budget in (he form in which it is presented 
to the legislative body for general discussion and a])])roval. 

A further consideration against too great detail presents 
itself in case expenditures arc voted by cliapters and each 
chapter voted in(lei)en{lently, for under sitch conditions there 
is great danger that the aggregate of expenditures will not he 
properly apportioned to the several services calling for sup- 
port. This is primarily a question of how the budget shall be 
voted, rather than how it shall be presented ; but, as leading 
to a just balance between the items, or clauses of items, which 
make up tlie aggregate of ap|)ro|)riatioiis, the financial interest 
seems to re(jiiire that the budget slioiild come before the legis- 
lative body in the f(.)rni of a few coinprehensive classifications. 

Tlie constitutional interest, wiiicli, in the opinion of some 
writers, demands a compromise with the financial interest, 
presents tlic following claim. The budget, it is asserted, is 
the principal means l)y which the administration is held in 
check and the general policy of the government controlled. 
The classifications should not, therefore, l)c so comprehensive 
as to render difficult a test vote upon any question of public 
policy likely to arise in connection with appropriations. The 
administrative classification approved by the financial interest 
is too comprehensive for this purpose. On the other hand, 
that which by contrast may be termed the legislative classifi- 
cation would be so minute as to destroy the sense of com- 
pleteness which should result from the first reading of a 
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budgetary statement. No general conclusion can he laid down 
for bringing these two conflicting interests into harmony. 
Each nation must decide for itself what is wise, resting its 
decision upon the degree to which the constitutional principle 
has been developed, and the extent to which other means have 
been established by which the constitutional influence of the 
legislature can be made effective as against the executive. 
This nnich a generalization, however, may be ventured if 
confined in its application to American conditions. Goovl 
government in this country at the present time is placed in 
jeopardy rather by loose methods of business procedure than 
by an undue extensivm of administrative inlluence. Tlie impor- 
tant problem in the United States at the present time pertains 
to tlie control of the legislature by the people, and not to 
the control of tlie executive by the legislature. The finan- 
cial interest, therefore, is relatively of more importance than 
the constitutional interest, and should l.)e granted a greater 
influence in giving form to the budgetary statement. Some 
progress toward the recognition of sound business principles 
in financial legislation may be expected from clearness, sim- 
plicity, and permanency in the budget ns presented to the 
legislative body. The question thus brouglit to notice will 
receive further attention in connection with the passage of the 
budget to its vote. 

It appears, then, that the basis of an acceptafilc classifica- 
tion for the budget statement is found in tlie organization 
of the government for tlie purpose of administration, 'fhe 
Book of l''stimatcs should be compiled so as to reflect the 
departments, bureaus, or offices into whicli the government 
is divided. Tlic classification of receipts, also, should be ad- 
justed to the source from which those receipts arc drawn. 
Such a classification would, in tlie main, meet the con- 
venience of the legislature for the purpose of study and of the 
administration for the purpose of estimate. Another strong 
consideration in its support is that it is the only classification 
which w'ill be likely to continue for any considerable length of 
time. Our general conclusion, then, respecting the form in 
which 'the budget should be presented is that it should be 
drawn conformable to the administrative divisions of the 
government, but that these great divisions may wdth propriety 
be divided into appropriate chapters, which in their turn re- 
flect the organization within the departments themselves. 
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ON THE PASSAGE OF THE BUDGET TO ITS VOTE. 

Organization ok the Legislature for Study of the Budget. 

(1) Practice in England. 

(2) Practice in France. 

(3) Practice in the United States. 

Should All Moneys be Voted Annually? 

(1) Several Considerations. 

(2) Practice in England. 
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In What Form should the Budget be Votep? 

Reform of the American Budgetary System, 

(1) Enumeration of the Defects. 

(2) Consideration of Remedies. 

Mo.st writers on finance clraw^ cleanly a ?ine between the 
preparation of a hudg-et and the passage of a budget to its 
vote. In all countries where cabinet government prevails, or 
w-here the ministry is responsible to the monarch, and con- 
sequently independent of the legislature, the preparation of 
tlie biubgct is a process distinct in fact as w^ell as in theory 
from its legalization. Only in countries where there is a con- 
stitutional separation between the executive and the legisla- 
tive departments, and where all bills of all sorts take their 
origin in the legislature, is it difficult to maintain this distinc- 
tion at every point. The present treatment of the sulqect 
has, however, endeavoured to conform to the usual course 
of analysis, and, as an aid to this end, has everywhere treated 
of the budget first as a report, and second as a project of kuv. 
That wliicli claims the attention of the present chapter is the 
budget as a project of law, no matter by what means it passed 
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from the first to the second stage of its developfnent The 
question to be discussed pertains to the most appropriate rules, 
parliamentary as well as constitutional, by which a project of 
law becomes an authorized bill for the raising or the expend- 
ing of public funds. 

26. Organization of the Legislature for Study of the 
Budget. — The first question which presents itself in this con- 
nection pertains to the organization of the legislative body 
for the study of a fiscal policy presented for its approval. 
In all countries of any size this organization takes i)lacc under 
some form of the committee system. In England the com- 
mittees in qtiestion are the House organized as committees 
of the whole. In France provision is made for committees 
of investigation by the rules of the Chambers. In the United 
States standing committees have come to be a recognised ])art 
of parliamentary machinery. All the essential principles re- 
specting the organization of parliamentary bodies for the pur- 
pose of studying a financial policy will present themselves in 
connection with an analysis of the practice of these three 
countries. 

(rj Practice in England . — The initiative of all business in 
England is the throne speech and the address in reply. This 
speech is a part of the ceremonial remaining from the time 
when the monarch was in fact as well as in theory the centre 
of political power. It contains an estimate of the fiscal needs 
of government, and the first vote taken is that a supply he 
granted. 'Fhis is neither amendakl^^ nor debatable except on 
tlie day agreed to. The vote is significant because it is a 
guarantee that tlie ordinary operations of government will not 
be jeopardized by political controversies.* Tlie formal vote 
of supply being passed, however, the House, by a second vote, 
ap])oints a day on wliidi to resolve itself into a committee to 
consider the supply granted, or, as it is commonly called, a 
Committee of Supply. It is in this committee that the legis- 
lative study of the budget, as distinct from tlie executive sttidy 
which has been previously given to it, takes place. The ap- 
propriations having been decided, so far at least as to deter- 

* The interpreters of the Imperial Constitution of Germany aim at 
the same thing when they say that the Reichstag is not at liberty to 
withhold appropriations essential to the maintenance of established 
institutions. Cf. § 21 , ( 4 ). 
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mine in a ^general way the aggregate of expenditures, the 
House resolves itself into a committee to consider the ways 
and means of raising the money granted. This committee is 
called the Committee of Ways and Adeans. It is in connection 
with the session of this committee that the Chancellor of the 
Exchequer delivers his “ budget speech.’' 

The organization of Parliament for tlie study of finance 
bills centres in the character of tlie two committees referred 
to*, namely, the Committee of Supply and tile Committee 
of Ways and Means. They are neither standing committees 
nor special committees. They are the House of Commons 
convened under the free and ea.sy rules of a committee rather 
than under the stricter rules of a parliamentary body. 

Nothing- could he farther removed from an ideal adjust- 
ment, d'he scrutiny of the budget ought to be committed to 
a small body of picked men who, Iw virtue of their experience 
and alnlitv, understand the needs of the country and the prin- 
ciples of finance. The procedure ought to be such as to invite 
study and avoid oratory, and it would certaitily seem that the 
organization of the House into a committee treed from the 
stricter rules of parliamentary practice would |)revent fruitful 
discussion and conservative deliberation. It is therefore 
something of a surprise to learn that the plan works well, but 
the fact tliat it works well must not be accepted as commenda- 
tion of the plan. The success of this manner of studying the 
budget testifies to the natural aptitude of the Englisli for self- 
government; it does not'prove that it can be followed with 
success by other peoples. 

It will add something to our knowledge of tiic su()jcct if 
we inquire why this loose method of t)rocedure succeeds so 
well. What is the secret of its success ? To answer definitely, 
it works well because of the efficient organization of pcditical 
])arties, and of the potency of public opinion speaking through 
the leaders of those f)arties. Althougli as a matter of po- 
litical right any member of the House of Commons may he 
present at the meeting of the Conmiittee of Supply or of Ways 
and Means and participate in the conferences, as a matter of 
fact none but the leaders commonly attend, and none but the 
representatives of some party or some faction of a [xarty ven- 
ture to take part in the discussion. This means that the study 
of the details of the budget is committed to a set of men 
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brought together by a process of natural selection, and pre- 
sumably the men most capable and fit to deal with intricate 
subjects by virtue of their experience, their talent, and their 
political position. An inferior man, a new man, or a man who 
represents merely his personal views on matters of finance, 
would not be tolerated. He could not secure a hearing, for 
it must be remembered by one who desires to understand the 
English Constitution that a healthy Englishman is by nature 
impolite. 

The method of procedure in the committees is as informal 
as the unwritten rules respecting the constitution of these 
committees are rigid. The discussion, especially at the initial 
stages, and when there is no great question of national policy 
at issue, is somewliat conversational in character. After the 
introduction of the budget it is in place for the opposition to 
ask questions, ostensibly to elicit information, but in reality 
to embarrass the government. The result is that any weak 
point in the ])olicy of the government will snrelv 1)e brought to 
light; and while the English ttiinistrv is very jealous of hesi- 
tancy on the part of Parliament to sanction its estimates for 
expenditures, it has ahvays manifested a willingness to modify 
its policy for raising revenue to meet the criticisms of either 
political friends or foes. The English method of studying the 
budget is not the product of design, but of an historical de- 
velopment. It fits English character and conditions. It 
realizes the two essentials of a good organization, namely, a 
small body of experts brought together for free discussion, 
and so organized as to include all the interests which have a 
right to be beard on financial affairs. 

( 2 ) The Practice in France . — The French method of organi- 
zation as compared with the English is highly artificial. The 
Chamber of Deputies is divided into eleven bureaus or groups, 
tlic division being made by lot. Every legislative proposal is 
referred to these groups, where, according to the theory upon 
vdiich they are organized, it will receive a cursory examina- 
tion, and all general princi])les respecting it will be determined. 
Each group then appoints a certain nnmbcr of its members, 
who, in connection with members similarly appointed from the 
other grou])S, form a legislative committee. The duty of this 
committee is to study at leisure and in detail the legislative 
project in question. The number usually appointed from each 
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bureau is one, which results in a legislative committee of 
eleven members; but in the case of the l)U(lgct tlirce members 
arc appointed from each bureau, so that the Budget Commit- 
tee comprises thirty-three members of the Chambers of Depu- 
ties. It is in this committee thus constituted that the serious 
study of the budget takes place in France. 

Does this adjustment commend itself to general confi- 
dence ? In the first place, it is said that the i>lca of a pre- 
liminary or even cursory study of legislative ]’)ro])Osals in the 
several bureaus is not realized in practice, d'hus tlie theory 
breaks down at its most vital point, namely, as a plan which 
requires every legislator to study every bill, i he bureaus have 
come to be in reality the machinery by which tlie effective com- 
mittees are apt)ointed, and judged from this point of view the 
arrangement seems of doubtful expediency. The bureaus, it will 
be remembered, are appointed by lot, and the most one can ex- 
pect from a committeemade up of representatives of l)ureaus so 
created is that it will reflect the average ability of the Cham- 
bers. A matter, however, of such paramount im|)ortance to 
the nation as its fiscal policy should be committed to nothing 
less than absolutely the best talent and experience which the 
country affords. 

The French system may do worse than commit the study 
of the Inidget to a committee composed of men of average 
ability ; it may bring together men of decidedly inferior talent. 
It is conceivable that chance should throw the only eleven 
men preeminent as financiers into the same bureau, which 
would mean that three only out of the thirty-three members of 
the Budget Committee would be* fitted for the task assigned. 
This is doubtless an extreme assumption, but it indicates wlnat 
may be the character of committees made up of repre- 
sentatives of bureaus chosen by lot. As against this criti- 
cism it is urged that the Budget Committee is sufficiently 
large to guarantee, according to the doctrine of chances, that 
some of the best men will surely be included. This may be 
true, but tlie ideal adjustment is one which claims for finan- 
cial questions the attention of all the best men and none of the 
poor ones, and that in the form of a small and compact body of 
students. 

The criticism here noticed has been urged in France, and 
in 1887 the Budget Committee was chosen by ballot in the 
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Chambers. The result of this experiment did not, however, 
seem to justify a permanent departure from the accepted 
rule, for the old method of appointing the committee was 
again resorted to the succeeding year. It should further be 
noted as a partial relief from the criticism urged above that the 
task imposed upon the budgetary Committee is to study the 
detail of financial propositions '' in order to facilitate general 
discussion.'"' lliis differs from the policy in England, vvhvre 
the vote of the Committee on Supply or of the Committee on 
Ways and Means practically disposes of tlie question at issue. 
This is the important point in the com]>arison. The English 
committee feels responsible for its decisions, while the de- 
liberations of the l^rcnch committee arc relieved from that 
sense of responsibility which attaches to a determining, if not 
a final, vote. While the French system may be conforTiiable 
to French character, and so defensible from that point of view, 
it certainly does not meet the requirements of an ideal or- 
ganization for the study of the budget. The committee to 
which the study of the l)U(lget is given over is not a small 
body, it is not necessarily com[)Osed of experts, and there is no 
guarantee that it will re|)resent all interests wliicli have a right 
to be heard. The determining discussion will probably, under 
such an organization, take |)lace in the Chambers, a practice 
‘whicli will inevital)ly lead to corrupt legislation, because it 
invites bargain with factions in order to secure a sufficiciil 
tnmiber of votes to pass the main measure. 

(3) Practice in the United States . — At the time the Federal 
Government of the United States was created it seems to have 
been the accepted theory tluit legislation ought to he the direct 
product of the deliberation of Congress. The necessity of 
special organization for the study of special questioMS was not 
apparent, since the interests involved were less complex, the 
legislative body less numerous, and the questions presented 
for consideration fewer than at the present time. The com- 
mittee system was regarded with jealousy and was of slow 
development. In 1802 there were but five standing commit- 
tees in the House of Representatives, and it was not until i8t6 
that the Senate consented to a standing committee. The logic 
of necessity, however, proved stronger than a theory of 
government, and the committee system developed, until at the 
present time there are between fifty and sixty standing com*' 
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mittees of the House, and over forty standing; committees of 
the Senate, regularly appointed each session of Congress. It is 
not too much to say that the committee system of legislation is 
developed in tlie United States in its most extreme, and, as 
some of its critics assert, its most tyrannical, form. 

It would seem from the fact that the legislative body is 
broken up into a large number of independent committees 
that this country conformed in a general way, to the [)arlia~ 
rnentary practices of France rather than of England. In form 
this is true. Rut when one considers the manner in which com- 
mittees are appointed, and the influence which they liave ac- 
quired, they will be recognised as possessing a legislative 
character peculiarly their own. 

It should be noted in the first place that all committees of 
the House of Representatives are appointed by the Speaker. 
But the Speaker is a member of the body over which he pre- 
sides and owes his election to the votes of his fellow members. 
Tlie election of a Speaker is one of the most significant events 
in the political history of a Congress, since it indicates with 
considerable clearness the colouring of the laws likely to be 
passed by the dominant party. It is well known before the 
election takes place who will be the chairmen of the impor- 
tant committees. The Speaker is tlie leader of his party in the 
House, atid must from the pressure of his situation appoint the 
strong men of his party to the leading ])ositions. Tims party 
responsibility is recognised in the organization of Congress for 
the consideration of hills, a result which would be impossible 
should the appointment of committees be intrusted to chance, 
as in France. 

It should in the second place be noticed that the cliief 
concern of the Speaker as the leader of his party is to 
secure from the committees sucli reports as will readily l)e 
enacted into law. He cannot, therefore, in making up tlie 
committees ignore the leaders of the opposition, nor the re- 
presentatives of any interests or localities which have peculiar 
claims to be heard on the question in hand. There is thus 
secured by virtue of political pressure what in England is se- 
cured by natural selection, namely, a strong representative 
committee for the consideration of all important hills. 

The third point in which the American coinniittee system 
has developed a character of its own pertains to tlie degree of 
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influence which these committees exert. InasAiuch as the 
budget committees, appointed in the manner described, are 
sure to be composed of strong and representative men, all 
arguments likely to be presented in an open session of the 
House will find their clearest and most forceful expression in 
the previous sessions of the committees. This means that tlie 
serious study of the budget takes place in the coininittces. It 
is here that '^fitnesses are examined, testimony taken, and the 
pleas of interested parties granted a hearing. It is here, also, 
that comparison is made between different measures, that con- 
sideration is given to details of items, and that all questions 
pertinent to a sound judgnnent upon the project in hand arc 
presented and discussed. As a matter of law no bill can be 
legalized without a vote of at least a majority of the Repre- 
sentatives ; as a matter of practice the laws upon which the 
Representatives may express themselves by vote are deter- 
mined by the committees. The rules of the House require 
that all committee reports shall be considered in the commit- 
tee of the whole. Any member of the House has at this time 
the right to submit an amendment, or indeed to propose a bill 
to be substituted for the report of a committee ; but, so long 
as the committee retains the confidence of a majority of the 
party in power, no such amendment or proposal can influence 
legislation unless approved by the committee in charge of the 
bill under discussion. 

The means by which the directing Influence of the commit- 
tee is retained are simple in the extreme, ft is a rule of the 
House that no bill can be discussed until it has passed through 
the hands of its appropriate •committee, and this gives to the 
chairman power to '' kill ” an irregular bill by refusing to 
report it. It is true that the House may order a report, but a 
motion for such an order will not be carried unless some con- 
siderable portion of the party to which the chairman of the 
committee belongs are dissatisfied with his leadership, or are 
more interested in the i>articular measure than in preserving 
party discipline. When to this is added the custom that a 
member cannot gain the recognition of the chair to propose 
an amendment except he has previously made some arrange- 
ment with the chairman of the committee it is pretty clear 
that the committee is complete master of the situation. That 
Congress should tolerate such tyranny (as some are pleased 
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to call it) perhaps its best justification. The truth seems to 
be that the committeee system is essential for the transaction 
of business. The guarantee against the too arbitrary use of 
this great authority is found in the fact that tlie chairmen of 
the important coniniittees are the influential men in the party 
to which the people have intrusted the conduct of the govern- 
ment, and as such they feel party responsibility. The chief 
concern with them is to secure votes for the ;neasiire upon 
which they have staked the future of their party, and this 
renders it highly probable that due consideration will be 
shown in allotting time for debate, and that legitimate in- 
terests will be granted opportunity to ])e heard. It is doubt- 
less true that the power of a dictator is granted the chairmen 
of the great committees, but it is a j)ower that can, as a rule, 
be exercised only so long as it is not used in too dictatorial 
a manner. 

A careful consideration of the ])olitical, constitutional, so- 
cial, ethnological, and geographical conditions of the Ameri- 
can people will, it is believed, lead the student of finance to ap- 
preciate the committee system as well adapted to meet the 
peculiar needs of tlic American people. Tt conforms, so far at 
least as financial measures are concerned, to the three require- 
ments of a good organization for the study of the budget, 
namely, a study of the budget by a small body of men, by a 
body of men who are experienced in political affairs, and by 
men who represent fairly well parties, factions, sections, and 
interests. 

27. Should All Moneys be Voted Annually ?-— Having dis- 
cussed the form of legislative organization we are prepared to 
consider certain other (jiicstions of parliamentary ])roccdure 
wdiich arise in connect if )n with the passage of the budget to its 
vote. Important among these questions is the one which asks 
if all moneys should be voted annually. 

( 1 ) General Considerations .- — The point which here lies in 
controversy cannot be determined in a very definite manner, 
at least no answer can l)e given of such a sort as to be of uni- 
versal application. The extent to which permanent appro- 
priations may be used with safety (this being another way of 
stating the question) depends in large measure upon the 
stage of development at which a people have arrived in their 
realization of constitutional government. It is one of the 
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lessons of history that the executive cannot be trusted to fix 
the amount and determine the character of public expenditures, 
no matter what the form of political organization, for such a 
concession would deprive the people, or their representatives, 
of any intiueiice in the shaping of public affairs. Strictly 
speaking, it lies in the theory of constitutional government 
that every item of expenditure should be submitted eacli 
year for legislative sanction; and it is but reasonable to con- 
clude that, so long as any uncertainty exists concerning the 
respective political rights of the government and the people, 
it is not safe to go very far in voting permanent grants of pub- 
lic moneys. 

Looking at the political situation as it exists among most 
peoples of Western civilization, the right of popular control 
over public affairs is so fully recognised, and the various 
checks upon the arbitrary use of public authority so well de- 
veloped, tliat the necessity of an annual sanction for every item 
of expendittire has in large, measure passed away; and it must 
be admitted that certain embarrassments arise whenever it is 
attempted to adhere strictly to the policy of annual appropria- 
tions, and that it is for this reason that permanent appro- 
priations are regarded with favour. It may be well to 
notice the character of these embarrassments. 

In the first place, an unnecessary vote is a waste of time, 
and this, in view of the large number and great variety of 
questions presented for the consideration of the legislative 
body, is a serious matter, rermanent appropriations, there- 
fore, arc justified on the ground of economy. In the second 
place, it sliould be ol)serve(h that the larger the number of 
items in the annual appropriation bills the less likelihood is 
tlicre that ade(|uate study will be given to those parts of the 
bills which need the closest scrutiny. Thus the importance 
of care in the consideration of questionable items suggewStA 
that at least those items respecting which no possible doubt 
exists should be provided for by permanent legislation. Of 
more importance, however, is the fact that, in the absence of 
permanent appropriations, the government would find great 
difficulty in making contracts which involve financial responsi- 
bility — a result likely to be attended with serious conse- 
quences, since it would render impossible the performance 
of many functions which lie within the legitimate sphere 
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of government. It would, for example, preclude the con- 
sideration of a system of public improvements, since the capital 
for such improvements must be collected by an issue of public 
bonds. It w^ould, also, seriously embarrass a government in 
its attempts to make headway against such a fiscal emergency 
as is sure to arise in Case of an expensive war. In any cir- 
cumstances in which it is desirable to place at the disposal of 
government an amount of capital greater than its ordinary in- 
come serious difficulties Avould be encountered should the 
ability of the legislature to guarantee j)aynients for a series of 
years be in any way impaired. From the point of view of ad- 
ministrative efficiency, therefore, permanent appropriations 
are highly desirable. 

It may be said as against the last of the above considera- 
tions that a sovereign State cannot be forced by legal means 
to regard its obligations, and that what is considered a per- 
manent appropriation by one legislature may be repealed by 
the next. Tin’s is doubtless true, but it is also true that greater 
confidence is felt in a law which makes provision for an annual 
payment for a specified series of years than in the caprice of 
successive legislatures. One who has observed the financial 
history of free peoi)lcs must recognise that the moral sanction 
which among self-respecting democracies attaches to per- 
manent a|)[)ropriatic)ns when they are a part of a public con- 
tract, either directly expressed or implied in the conditions 
under which the contract originated, does, as a matter of fact, 
give an added value to the promises of government, and en- 
a1)les the State to enter upon many lines of activity, or to make 
headway against fiscal emergency, which would lie beyond its 
a])ility should every item of expenditure i)e voted upon each 
year. 

The general conclusion to which tlie above discussion seems 
to point is a.s follows. In the first stage of the development 
of constitutional government — that is to say, so long as the 
question of the residence of control over pul)lic policies is still 
in controversy — permanent appropriations arc not recognised 
as in harmony with the interests of the best national develop- 
ment; but when this controversy has been settled through the 
substitution of popular sovereignty for proprietary monarchy 
the considerations which support the policy of annual appro- 
priations are no longer pertinent. The practical question, 
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therefore, seems to be, not whether permanent appropriations 
should or should not be used, but what class of expenditures 
may be safely and advantageously provided for by permanent 
legislation. On this point it may be well to inquire respecting 
the practices of the leading constitutional peoples. 

(2) Practice in Fais^Iand . — In England tliere has grown up 
quite a list of permanent appropriations, covering in the aggre- 
gate about on(i.-thir(l of the total of annual exixmditnres. These 
are paid out of what is known as " the consolidated fund,” and 
comprise at the present time the interest and principal on the 
public debi (so far as the debt is paid through annuities), the 
civil list, pensions (civil and military), salaries and allowances 
to certain independent officers, courts of justice, and a mis- 
cellaneous series of expenditures, including guarantees of 
interest upon the (lel)ts of certain foreign countries. The 
consolidatexl fund was created after the Revolution of 1688. 
A knowledge of the history of this revolution and of the 
century and a half iireceding is necessary to correctly in- 
terpret the creation of this fund. It aimed to draw a line be- 
tween the revenue of the king and of the nation. “ I'he funds 
destined to the expenses of the crown Iiecaine entirelv dis- 
tinct from those destined to the expenses of the State. This is 
the origin of the civil list.” As time went on, however, other 
expenditures were charged to this fund, until at the present 
time provision is made in this manner for all obligations 
which rest on contract or arise on account of permanent in- 
stitutions or definite demands. 

The principle of permanency is carried yet farther on the 
side of income, the duty on tea and the income tax being the 
only sources of revenue which arc now submitted to annual 
vote. This was also true of the duly on sugar until 1874. 
Four-fifths of the annual revenue of England is now provided 
for by permanent legislation. The question of permanency, 
however, is relatively of less importance when considered from 
the point of view of income than from the point of view of ex- 
penditure, since it is in connection with appropriations rather 
than taxation that the policy of government is brought into 
the foreground. For this reason the permanency of revenue 
laws is not subjected to special consideration. 

(3) Practice in France , — ^In France the ([uestion of perma- 
nent appropriations has been the subject of considerable dis- 



SHOULD ^LL MONEYS BE VOTED ANNUALLY} 157 


cussion, but, .with out any very definite results. It was urged 
by Mirabeau in the great debate of 1789 that no tax should be 
voted for more than a year except the one devoted to the ser- 
vice of the debt and the civil list. In this form the idea failed 
to secure support, although in the Constitution of 1791 it is 
explicitly stated that under no pretext shall the funds neces- 
sary to the satisfaction of the debt or the payment of the civil 
list be liable to either refusal or suspension.’' In 1827 the 
master was again brought forward for consideration in the 
form of a proposal that the budget should be divided into two 
parts, namely, the budget of the consolidated funds and the 
extraordinary budget, the former comprising all permanent 
and fixed services, tlie latter all new services and all charges of 
an accidental or temporary nature. The cliarges against the 
consolidated fund were to be permanent, and thus, according 
to the atithor of tlie proposal, the Chambers would gain con- 
siderable time, which niiglit be devoted more advantageously 
to the examination of the new ex|.)enses. lUit this proposition 
was not adopted, and, as Stourm remarks, tlie French 
])udgct continues to reproduce each year all those columns of 
figures wliicli the ministers and chairmen of committees com- 
ment upon without ceasing, only to accede at last to the 
inevitable grant.” * 

(4) Practice in the United States . — The practice in the 
United States may be simply stated. Appropriations are di- 
vided into three classes, known as annual,” permanent an- 
imal,” and ” permanent specific ” appropriations, and tlie an- 
nual appropriations embrace all not included in cither of the 
<Jt:her classes. | The idea underlying ])crmanent ap])ropria- 
tions in this country is about the same as in other countries. 
From the administrative point of view the definition submitted 
by ]\lr. Sherman when Secretary of the Treasury is jXThaps 
adccjuatc. He said : “ The words ^ permanent appropriations ’ 
should be confined to appropriations such as jirivate bills, 

* Stourm, Ef Budi^et^ p. 307. 

f “The general policy now is to construe all appropriations as 
annual unless a contrary intention Is expressed in the act, or it clearly 
appears in the character of the object or service appropriated for that 
Congress must have intended the money to be available until the object 
is fully accomplished, or the service fully completed.” — Report of the 
Secretory of the Treasury^ 1S94, p. Ixvii. 
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where nothing is left to executive officers for exaimination or 
inquiry except to identify the party or to comply with some 
specific duty pointed out by a specific appropriation.” * From 
this it would seem that any expenditure of money fixed by the 
terms of a contract, or which occurs on account of an existing 
law and may be definitely calculated because the terms of the 
calculation are expressed in the law, or for assured compen- 
sation to certain officers, may with safety be made exceptions 
to the rule of annual vote. In how far this generalization <lp- 
plies to the practice of this country may be seen from a state- 
ment of permanent appropriations as they exist in the United 
States. They embrace the following objects of expenflitures : 

First. Salaries of public officers not political, as judges of 
the Supreme Court. 

Second. Salaries and expenses of officers whose duties arc 
essential to the carrying on of the government, as the super- 
visors at elections; salaries and expenses of collecting 
customs. 

Third. Payments to institutions under the patronage of 
the government, as the .Smithsonian ItLstitution. 

Fourth. Constantly recurring claims, such as overreceipts 
in taxes, drawbacks, errors, juid the like. 

Fifth. Permanent claims which arc determined by calcu- 
lation according to the terms of some explicit law, such as in- 
terest on tlie public debt, the amount due the sinking fund, and 
the like. 

None of the above payments can by any possibility come 
into political controversy, and under the practice of periodic 
elections it is not necessary that Congress should expend time 
in making these appropriations each year. 

The chief difficulty in administration pertains to the inter 
pretation of permanent specific ” appropriations. The law 
upon tins point is in the form of an exception to tlie general 
statement that all unexpended balances of appropriations 
which shall have remained upon the books of the treasurer 
for two fiscal years arc to be carried to the surplus fund and 
covered into the treasury.” The language of the exception is 
as follows: '‘That this proviso shall not apply to permanent 
specific appropriations, appropriations for rivers and harbours, 

* Letter of the Secretary of the Treasury to Hon, Samuel J. Randalli 
Speaker of the House, December 14, 1877. 
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lighthouses, •fortifications, or the pay of the navy an4 marine 
corps, but the appropriations named in this proviso shall con- 
tinue available until otherwise ordered by Congress/’ * The 
idea underlying this provision for permanent specific appro- 
priations seems to be that a service approved by Cor)gre>.s, 
and of such a nature that serious damage would ensue from an 
interruption of work once liegun, and of such a sort also that 
the time and conditions for making the expenditures cannot 
be ‘fixed by law, should he granted an apj.iropriation which, 
while definite in amount, is indefinite as to the time of expen- 
diture. This is shown by the services specifically named in 
the law, as also by the practice of interpreting appropriations 
for public improvements, such as Yellowstone Park, ^Military 
Park, Port Ethan .Mien Military Reservation, and the like, as 
permanent specific appropriations. This is quite in harmony 
with Mr, Slierniar/s definition, in the eommimication already 
referred to, when he says: ''A s])ccific appropriation is one 
wliere the amount, or subject, or person is designated par- 
ticularly or in detail. Tt may be and usually is permanent in 
terms because not limited as to time, like an annual appro- 
priation.” 

Permanent specific appropriations, then, may be charac- 
terized as appropriations for a service which would lie 
endangered should Congress undertake to make any definite 
statement respecting the time or rapidity with which the 
iTioiieys assigned to its support should be expended. It holds 
in a sense the same relation to the administration of public 
affairs that a construction account docs to the administration 
of a railway corporation. The appropriation is not jiroperly 
classed as current operating expenses. It is more akin to an 
investment of capital. For this reason also it appears that the 
chief (|uestion for the legislature to decide is whether or not a 
definite amount of money can be expended for the service in 
question, leaving the time and manner of expenditure to the 
administrative o ffi c e r s . 

On the side of income all revenue laws in the United States 
are permanent; that is to say, they continue in force until by 
fhe enactment of some subsequent law, or by an amendment 
at some subsequent time, the law is repealed or its conditions 
changed. 

* Section 5 of the Act of June 20, 1S94. 
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From the financial point of view a serious criticism may be 
urged against this practice, in that it does not contemplate 
the annual adjustment of income to expenditure. In order 
to insure adequate revenue for all years, it is found necessary 
to provide a surplus in ordinary years. So long as a govern- 
ment can expend this surplus in the reduction of debt, or in 
some other flexible demand, no serious flifficulty, perhaps, will 
arise on this account; but should there be no means of ex- 
pending in a 'judicious manner the surplus accruing in pros- 
perous years its influence upon business conditions, as also 
upon current appropriations, will be decidedly injurious. 
Much better results would follow if one or two sources of reve- 
nue were brought annually to the consideration of Congress, 
and the rate of taxation for each year adjusted in such a man- 
ner that, added to the receipts from permanent revenue laws, 
the aggregate revenue should be made to conform to tlie ag- 
gregate of appropriations. Reference has already been made to 
the fact that all sources of income in England rest u|)on per- 
manent laws, with the exception of the income tax and the tax 
on the importation of tea. 1liis is not due to any peculiar 
constitutional dangers that reside in these taxes, but those 
taxes are reserved for annual consideration and their rates are 
adjusted each year, so as to preserve a balance between annual 
income and annual expenditure. With the exception pro- 
vided for by this consideration, the theory of permanent 
revenue laws must be approved. To extend this permanency 
to all revenue laws, however, results in loose appropriations 
and finally in the necessity of providing for an increase in 
revenue. 

(5) Practice in Germany , — The German people, who, from 
the point of vicAV of constitutional government, cannot safely 
go as far with permanent financial legislation as the people of 
England or of the United States, do, as a matter of fact, go 
much further. Provision for tlic army, for example, is made 
for a period of seven years, and in this manner practical con- 
trol is given to the Emperor over all those varied services and 
far-reaching policies which in the actual condition of Euro- 
pean politics arc l)OUMd up with military authority. The ques- 
tion at issue was put very concisely by P>ismarck when, in 
1887, he impatiently exclaimed : Ought our army to be the 
army of the empire or -'A tlie parliament ? This is the ques- 
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tion/' With regard to other expenditures also, the govern- 
ment enjoys guarantee that established institutions will be 
maintained. All that is left to the representatives of the ])eo- 
pie is the limited right of denying grants for new services. 
lAom the administrator’s point of view this is undoiil)tedly an 
admirable adjustment, since it insures stability iu the military 
and the civil service, and without stability efficiency cannot 
lx; secured ; from the point of view of constitutvinal govern- 
ment, however, such an adjustment cannot be defended, since 
it regards the political liberty of the individual as of less wairtli 
than efficient administration. 

Tlie lesson to be learned from t 4 ie practice of Germany is 
that pernianency in the assignment of im.meys to the various 
branches of tlie public service is one of tlic rc([iiisiles of efficient 
administration, and it should be the ideal of those peojdes wlio 
aim to develop pojndar government to so strengthen the non- 
financiai checks ui)on the aiffiitrarv excia'ise of power as to 
permit an extension of permanent appropriations, luigland 
and tlie Gnitcd States seem to have assigned greater impor- 
tance in the adjustment of their budgetary methods to fiolitical 
liberty than to administrative efficiency. (icrmany,on the other 
hand, assigns greaUm importance to adininistrative efficiency 
than to political liberty, I'hc ideal of the perfect organi- 
zation is efficiency with liberty, and the rule for determining 
what class of expenditures sliould receive annual sanction, 
and wliat class sliould rest on permanent k.'gislatiori, will 
be developed out of a conscious effort to harmonize tliese two 
conflicting interests. 

(6) Condnsum . — The foregoing survc'V of the practice of 
govemnumts sliows that the (;nesti()n of ficrinanimt ap{)r<)pria- 
tions is in a somewhat unsatisfactory condition. The proposal 
which was rejected in France in 1827, that ex]:)cnditures for 
new services should be the only ones to receive the apjiroval of 
the current legislature, admits of many arguments in its 
favour, l)ut a considerati(,)n of the kinds of ex])enditures 
which this would place outside of current parliamentary dis- 
cussion shows it to be too comprehensive in its character. A 
newly established service should receive the repeated votes of 
successive legislatures before it can safely be regarded as 
among the established institutions of the State. 'The difficulty 
seems to lie in the fact that no scientific classification of ex- 
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penditure has ever been undertaken for the purpose of group- 
ing together those which bear the same social significance, 
and, consequently, no general rule can be laid down. There 
are some grants tliat should never be made permanent, be- 
cause they pertain to services which, though constantly recur- 
ring, do not recur under constant cotiditions. Tlicre are other 
grants which should not be permanent, because assigned to 
the support of an imperfectly developed brancli of the pubjic 
service, and if made permanent the future devel(.)pmeMt of 
the service in question would be endangered. Such, for 
example, is tlie grant for the Tiiterstate Commerce Commis- 
sion. While the idea underlying the Commission may be 
accepted as sound, and the Commission itself accepted as 
a permanent institution, tlie law upon which it rests is so 
imperfect as to preclude the satisfactory performance by the 
Commission of the duties assigned to it: and it would be 
unwise to make the expense of tliis bureau a permanent 
charge before tlie principles of railway regulation are crystal- 
lized into a rule for permanent practice. The question of rail- 
way regulation in its jiresent unsatisfactory condition should 
come annually before Congress for discussion, and the only 
guarantee for this is found in the necessity of annual appro- 
priations for its support. 

It is, on the other hand, an unnecessary expenditure of 
time to vote each year the expenditures for the courts. Tlie 
judiciary is a fixed institution, and the amount necessary for 
its support is a matter of liookkeeping and not of policy. This 
is a good illustration of a grant which in all countries may 
safely be made permanent. All expenditures which rest on 
contract, also, shouki, for reasons already stated, be permanent 
in character. This question of the permanency of revenue 
laws, like so many questions whicli arise in the Science of Fi- 
nance, must be determined by each nation in view of the po- 
litical, industrial, and social conditions in which it finds itself. 

28. In What Form should the Budget he Voted?- It has 
been conceded that a budget should be presented to the 
legislative body as a complete and comprehensive document 
It remains for us to consider what form the budget should 
assume for the purpose of a vote. So far as laws providing 
income are concerned, there seems to be little opportunity for 
difference of opinion. The discussion which has taken place 
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upon this question pertains for the most part to appropria- 
tioiis, the practice respcctitpq: tax laws beiipc;- in large measure 
determined by the nature of tlic laws themselves. With re- 
gard to appropriations, however, there exists the greatest di- 
versity in practice. In some cases the appropriations are 
gathered into a single bill for the purpose of vote, while the 
separation of appropriations in such a manner as to require 
thrfc or four hundred independent votes on tlie'part of the 
legislature is not uncommon. The question in hand, there- 
fore, is a pertinent one, and inquires if there be any principles 
by which an appropriate classification of expenditures for the 
jvarpose of vote may l)e arrived at. 

Some liglit is thrown upon this question l)y the observation 
of Leroy -ik'aulieu, who says : '‘d'he right of voting t ;xes bears 
with it two separate rights, first that of verifying tlie necessity 
of the tax itself, and second that of assigningtiie jwccecdsof the 
tax to a definite purpose ” ; and it will he at once conceded that 
any division of the budget for the purpose of vote more minute 
tlian is necessary to attain these ends will l)e the occasion of 
embarrassment to the legislative body. On this {)oint those 
considerations urged above in favour nf permanent appropria- 
tions may be accepted as applicable to the case in hand. 

Nowhere has there been a greater variety in practice 
ilian in France. In that country tlie appropriations were 
voted cn bloc under the first republic and under the first 
empire; by ministries during the first part of the Restoration 
and the first part of the second empire ; lyv grand sections 
at the end of the Restoration and once during the second em- 
I)ire ; by chapters in 1830, in 1853OUKI since 1869. 

The practice of voting the budget by chapters has much in 
its favour provided these chapters represent some definite in- 
terest. The danger, however, is that the divisions will be 
made so minute that the same interest or service will claim 
from the legislature several separate votes, in which case one 
is not sure in giving his approval to an appropriation what ad- 
ditional sums may be necessary to make full provision for tlie 
service in question. This being the case, it is likely that such 
portion of a given service as first receives the attention of the 
legislative body will secure a larger share of the funds which 
may appropriately be granted than is jnstifie(l by its relative 
importance. The same danger arises as between the several 
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interests themselves, except they be combined in some com- 
prehensive group of services. Nothing is more common than 
that ample provision is made for tlie service which first pre- 
sents its claim, and that other services equally meritorious 
should find the funds exhausted l)efore tlieir claims are ])re- 
sented. Tin’s is the natural result where the legislature votes 
tlie budget in the form of a large number of unclassified chap- 
ters. Such l\ niet])od tends to destroy a just balance in appro- 
priations, not only l)ctween various bureaus or de])artments 
which togeth('r make up the ])ublic service, but bet^veen the 
various interests that lie within the bureaus or departments 
themselves. 

The cu.stoiu of voting the budget cn bloc or in a few grand 
sections is ccinally pernicious, since in this manner the vote is 
deprived of any definite and s])ecific meaning and the ad- 
ministration is largely freed from legislative control. This 
would 1)0 equivalent to the jiractice whicli existed in hinglaiid, 
when the extent of tlie inlhience of the legislature over ex- 
penditures was to limit the amount of money raised hy taxes 
placed at the disjiosal of the sovereign for expenditure, a prac- 
tice wliicli existed iu tlie American colonies also, jircvious to 
the adoption of the (’onstitntion.-'' Thus the second of the 
two rights which lU-aulieu finds emliof.hed iu the right of 
the people to consent to taxes Is practically, or at least in large 
measure, given n|) where moiu*y is voted cii bloc. As the in- 
terest of a well-halaTiee(l Inidget stainls opposc^d to tlie voting 
of money by chapters, so the constitutional interest is opiiosed 
to tile drafting of moinsy bills by grimd sections. Tlu.* generr,! 
priiK'iple seems to lie that the e]ia])ters siilnnitted for fni' ' 
vote should not include an aggregate so large that each vote 
fails to liave a definite and precise meaning; on the other 
hand, that the ai)|)ro])ria{ions should not bo divided into so 
many hills as to endanger a just l)alance between the various 
lines of public service. Ilie appropriate method must be a 
comproniisc between these conflicting interests, and each na 
tion must formulate its appropriation bills in view of its own 
peculiar constitutional requirements. 

One suggestion a little more definite in character may per- 
haps be submitted. In view of the way in which estimates are 
made, the budget on the side of appro])riations will, as origi- 

* Good now, Comparative Administrative Law, Voi. It, p, 276. 
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nally presented^ conform to the or^^anization of the govern- 
ment for the purpose of administration, and there are many 
reasons in favour of the rule that a decisive vote in the legisla- 
ture should conform to what may be termed the administrative 
classification of expenditures. This seems necessary in view 
of the fact tliat the appropriation of moneys for a future service 
is, in a sense, an examination of the manner in which money 
has been expended for a past service. Applying this sugges- 
tion to the United States, the budget might adjust itself to 
the classification of expenditures recognised in “ d'lie l»ook of 
Estimates.” That classification presents the estimates under 
the following heads: Civil Establishment; Foreign In- 
tercourse; Military Establishment; Naval Establishment; 
Indian Affairs; Pensions; Public Works; l^..)Stal Service; 
Miscellaneous, including the District of Columl)ia. 

In order to insure appropriate study of expenditures each 
of the above comprehensive services may l)e divided into a 
considerable number of chapters, eacli cha|)ter rejjresenting 
some independent though subordinate interest. The votes 
upon these chapters, however, sliould not be regarded as de- 
cisive or final, and so far as such details claim tlie attention of 
the legislative body sliould be considered in committee of the 
whole. By no other means is it possible to secure well-con- 
sidered and well-balanced a|)pro|.)riations. This rule is laid 
down with some confidence since the thongbd which underlies 
it is in large degree realized by the [)ractice of parliamentary 
peoples. 

Among the embarrassments to sound budgetary legislation 
none is more serious than the aitachment to gctieral a])pro- 
priation bills of an irrelevant rider. P>y a rider is meant an 
amendment to a bill, or a clause injected into a bill, which is 
foreign to its main purpose. It commonly represents an in- 
terest so small or of so personal or local a character that 
it could not claim the attention of the legislative body if 
presented as a bill l)y itself. Being attached, however, to 
some important measure it receives a[){)rovaI, not upon its 
own merits, but because to disapprove it miglit jeopardize the 
passage of the principal measure. It may a|)pear strange that 
an amendment which must receive tlie approval of the ma- 
jority of votes cast can be attached to an appropriation bill, 
when in the form of an independent bill it would be unable to 
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command support : and this could uot be tlic case were the 
aniendinent in question the only personal or local interest 
vvliich seeks enactnient. The fact is, however, that there 
arc many such interests, and where the parliamentary rules 
grant each member of the legislative body the right of 
amendment it is altogether likely that a majority of votes 
can be secured for a series of amendments through a combina- 
tion of interests that have nothing in common except their 
desire to be legalized. On this account general bills of public 
interest are frequently obliged to carry a considerable number 
of irrelevant riders. 

The embarrassment occasioned by irrelevant riders is in 
large measure obviated in England by denying the members 
of the House of Eomtnons the right of making amendments, 
the only amendment i)Ossible being to cut down a S])ecific ap- 
propriation. It is not even permitted to itnpose a condition 
upon the expenditure of moneys once granted. As has l)een 
already explained, the House of Commons approves or dis- 
approves tlie bills for appropriation as ])resetited to it. Should 
any member desire to make an amendment of importance, it 
is presented as a suggestion which may be accepted or re- 
jected by the Government. In any case an amendment, ex- 
cept one to reduce an appropriation, must be referred back to 
the Committee on Supply. In this manner full responsibility 
is imposed upon the Government. Ko government could 
stand whicli permitted irrelevant clauses to make a part of the 
general ap|)ropriation bill. 

The metluKl by which the evil of irrelevant riders may be 
obviated where fundamental law prescribes a separation of the 
executive and administrative departments wall receive atten- 
tion in the followa'ng section, wliich brings into notice certain 
propositions for modifying the American system of budgetary 
legislation. 

29. Eeform of the American Budgetary System. — The 

evils of the American system of financial legislation are sug- 
gested by the phrase diffused responsibility. This is in part 
due to the separation of governmental functions into three 
general departments, a form of organization chosen after much 
deliberation by the framers of the Constitution because it was 
regarded by them as the best of possilde adjustments for a 
democratic people. In so far as the evils complained of are 
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traceable to this source, it is futile to speak of a reform in 
budgetary procedure. The Constitution of tlie United States 
will never be amended as a result of any criticisms, however 
just, that may be urged by the Science of Finance. More- 
over, there is a very respectable number of American citizens 
who sec in the theory of balanced powers a liiglicr ideal of con- 
stitutional organization than can possibly l)c entertained by a 
gtdvermncnt iti which any one department sliall jiavc attained 
supremacy. This being the case, any suggestions for over- 
coming the evils incident to the American system of budgetary 
legislation must content tliemselves with the idea of rendering 
effective the principle of responsibility under the conditions 
imposed by the American type of constitutional government. 

(i) Enumeration of the Defects . — ft will add to the clearness 
of this analysis if a simple statement of the defects of tlie 
American system be submitted. From a consideration of 
the preparation and presentation of the budget it was learned 
that the principal evils arising in connection with linancial 
legislation in the United States were as follows: First, that 
the Secretary of the Treasury is given no constitutional au- 
thority to control estimates ; second, that responsibility for 
the preparation of the budget is divided in the legislature; 
tliird, that, although legislative power is given to the Presi- 
dent by the Constitution, he cannot bring his influence to 
bear upon a bill while yet in its plastic state. So far as 
other points considered in the previous chapters are con- 
cerned, the American method of procedure seems to meet 
fairly well the requirements of sound methods of fiscal legisla- 
tion. That is to say, we can ^approve the practice of the 
United States with regard to the date of the fiscal year, tlie rule 
of making estimates, and the form in which the budget should 
be presented. 

The same general conclusion is arrived at when we con- 
sider the passage of the budget to its vote. The formal juirt in 
fiscal legislation is, on the wdiole, worthy of commendation; 
but in the voting of the budget, as well as in its preparation, 
there is no adequate responsibility. Finance bills arc reported 
from many unrelated committees and specific appropriations 
arc pressed to their determining vote without due regard to 
the aggregate of expenditures. The right of amendment, 
also, which is almost unlimited, endangers the harmony of 



i68 


PASSAGE OF THE BUDGET TO ITS FOTE. 


the bill, if indeed it does not threaten the integrity of Its 
purpose. 

(2) Consideration of Remedies . — The evils that arise in con- 
nection with the establislied practice of financial legislation in 
the United States being thus clear and definite, is there also a 
clear and definite remedy ? Upon one point there can be no 
question. Since diflfusion of responsibility is the chief source 
of the evils complained of. greater concentration of resj)onsi- 
bility must be the means by which those evils are to be over- 
come. It may serve to emp}iasi;^e this point, as well as to 
show that the difficulties mentioned are not fanciful, if the sug- 
gested reforms which have been submitted from time to time 
be passed in review. In presenting this summary, the author 
avails himself of tlie concise statcTr:'’’! of proposed reforms 
found in Dr. Adams’s monograph alread) rc'lerred to. 

The first suggestion is that the various financial commit- 
tees be united, so that there shall be harmony in budgetary 
legislation. The revenue and expenditure sides of the budget 
would be much more likely to be carefully balanced by one 
committee than by several. This suggestion would probably 
result in better business methods, but it would not in any way 
affect the main question of effective responsibility. It would 
insure a more careful consideration of the relation between 
taxation and exj)en(liture, but it could not secure to the people 
any real control over eitlier the extent or ptirpose of such 
taxation and expenditure. 

A second suggestion is that the number of tlie members 
of the House of Representatives be dirninislied and that the 
committees be chosen entirely from the ranks of the majority. 
It is urged that lyv reducing the number of representatives 
the number of voters necessary to elect a re|)reseiitative is in- 
creased so tliat he is made a national instead of a sectional 
representative, with national ratlier than sectional responsi- 
bility. This is true only to a limited extent. It might be pos- 
sible to gain an improved responsibility in this way, but not an 
effective responsibility. The fewer the representatives the 
greater will be tlie influence of any one representative’s vote 
in deciding national policy, and moreover he will be inclined 
to view questions from a national rather than from a sectional 
standpoint. But this docs not alter the measure of his re- 
sponsibility to his constituents in any degree. The second 
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part of the siigjj^estion is intended to make the party in power 
responsible for the propositions of its committees, but it does 
not appear how- it will accomplish this result. h\ C'ongress 
to-day the majority in tlie House have a majority of their own 
number on every important committee. The responsibility 
of the majority is as effective under the present system as it 
would be if none Imt the members of the majority formed the 
committee. Neither of these sug‘p;estions touches tlie real 
trouble underlying the committee system of government. 

“ A third suggestion, which does recognise this evil, is 
tliat to the President shall be given the power of ap])ointing 
the chairman and members of the committees of the House. 
The argument is as follows : This power could be given to ilie 
President without any radical change in the seemingly indis- 
pensable committee system. It would, it is true, greatly in- 
crease the power of the executive over legislation, but it woidd 
not 1)0 so apparent a change of the forms of government as to 
rouse, the opposition of the people. It would bring to the 
voter the realization of his idea, at present erroneous, that in 
his vote for President he has a direct influence upon legisla- 
tion. The Ih'esidcnt, by the ai)pointmeivt of members of com- 
mittees whose ideas upon financial legislation agreed with his 
own, would become the one ])erson U])on whom the responsi- 
bilitv for such measures would rest, and it is fitting that this 
should be so, since the President is the only officer of impor- 
tance for whom all voters have the privilege of casting their 
liallots. The President is the only person from wliom it is 
po.ssil)]e to obtain an effective responsibility. 

“ Tlie suggestion is interestingois the only one so f:ir wliich 
clearly recognises and attempts to remedy the lack of rcsp(.)n- 
sihilitv in government. Ptit it seems impracticable, failing; to 
consider tlie possibility of a President whose political views 
do not coincide with those of a majority in the House. This 
may easily come about. l.Inder such circumstances eonimit- 
tees appointed 1 )v him, reflecting his views, could not possilily 
possess the confidence of the House, and no committee could 
hope to do efficient work unless supported by a majority. 
Such a committee would soon realize its dependence upon the 
majority, wliose votes are necessary to carry out its proposi- 
tions, rather than upon the President, whose power is limited 
to the privilege of suggestion. 
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On the other hand, if the Presidctit, recog-nising- the im- 
practicability of appointing- committees not in harmony with 
the majority, should lay aside his own plan for legislation and 
appoint the comniittee from among the members of the oppo- 
sition, he would thereby make of no effect the result of the 
presidential election. lie would thus cast upon the House a 
responsibility which, as has been seen, it is impossible to de- 
mand from that l)ody. The suggestion woulrl be practicable 
only when the President and the House were in harmony. At 
any other time it could only result in continual dispute be- 
tween tiu; executive and Congress. 

“ A fourth suggestion is that the United States adopt the 
cabinet system. There are several forms of this system, but 
the central idea of eacli is that of a Ministry responsible to an 
elected House of ke[)rcsentatives, and remaining in |)ower 
only so long as the Ministry and a majority of that House are 
in liarmony. In case of an adverse vote in the House upon 
some important question, the Ministry must either resign 
office to an opposition i)arty or appeal to the country for vin- 
dication. The suggestion usually made is that tlie United 
States adopt, as far as possible, the Englisli system ; but wliat- 
ever form of cabinet government sliould be selected it would 
involve a complete change in our institutions. The most im- 
portant cliange would be the election of a IVcsi<Ient for a long 
term and ])lacing him so far above ordinary i:)arty politics that 
he could interfere in no way in the conduct of national busi- 
ness. He would merely be tlie one to whom the Ministry, on 
loss of power, should surrender office. His position wfuild ]>e 
similar to that of the President of the French Republic to- 
day. The real bead 'Of affairs AV'onld be some member of the 
party in power avIio so far possessed its confidence as to re- 
tain a majority in the House of Representatives. The Speaker 
of the House would l)econie a presiding officer simply, for no 
one could at the same time discharge the. duties of Speaker 
and Premier. Elections would not take place at regular in- 
tervals, but on occasion of an appeal to the country. The 
Senate could be left as it is now and would in some measure 
serve as a check upon too hasty legislation, but even then the 
introduction of the system would necessitate both radical and 
minute changes in the present government. 

“This suggestion involves much more than the mere reform 
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of budgetary rules, yet it is of importance for laying: stress 
upon effective responsibility to the voters of the country, and 
it is difficult to sec how the real control of the purse can be 
secured to the people witliout at the same time securing to 
them control of all questions of legislation. The most effec- 
tive argument against the cabinet system is the doubt whether 
it is adapted to conditions in the United States. 

• Still another suggestion likew ise met to remedy the lack 
of responsibility is that of the Socialists. They demand that 
the offices of President and Vice-President, and the Senate, 
be abolislied and that the government be carried on by an 
Executive Poard elected by the House of Representatives. 
1diey propose also that all laws of importance shall be pre- 
sented to the people for their direct vote. It is evident that a 
Board so elected would correspond nearly to a Ministry hold 
ing office, while supported by a majority in the House il 
Representatives, under the cabinet system. The socialist ])lan 
|jrcserves elections at regular periods, and in truth an executive 
body elected directly by the Representatives, w'hilc the cabinet 
system does away \vith elections at regular periods and makes 
the executive body dependent upon a majority in the House, 
though not directly elected by them. Tlie essential idea of 
the two suggestions is nevertheless the same — that this body is 
made responsible to representatives, and representatives to the 
peo])]e. The same objection holds against botli, though in a 
greater degree against the socialist plan; namely, that they 
involve a radical cliange in the present form of government. 
If there is a way l)y which the desired results may be obtained 
without change of institutions, ot with less change, that way 
merits more favourable consideration.'' 

The suggestion of the author of the monograph from 
which the above quotation is taken is of interest. Three 
changes are advocated, and briefly stated they are as follows : 

First. The President and members of the House of Repre- 
sentatives should be elected for the same length of time. 

Second. The choice of presidential electors should be made 
by districts within the States, instead of by States as units. 

Third. The President should bo granted the right of ap- 
pointing the principal committees in the House. “ The first 
of these changes would render necessary a change in the 
* Adams, 7^he Control of the Purse, pp. 226-229. 
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Constitution, the second would require primarily a change in 
custom and might involve a change in the Constitution, while 
the third would demand a change in custom only/' 

It is not necessary to consider at length the above sugges- 
tions, since they involve a constitutional amendment ; and in 
view of the history of the former changes in the fundamental 
instrument of government which have been made during the 
past century., there seems no likelihood that the American 
people would interest themselves in an amendment the only 
purpose of which is to overcome an evil in fiscal legislation. 
A practicable remedy must be one that can be worked out 
either by a more perfect organization within the executive 
and the legislative bodies, or by an agreement between those 
bodies wdiich would be in harnrony with the existing structure 
of the vState. As a contribution to the literature of the subject, 
the following sug'gestion is submitted, which, it is believed, 
recognises constitutional limitations and will, at the same 
time, prove to be simple and effective. Tlu* object which it 
sets before itself is to lieigbten tlie ])ersoiial responsibility of 
the President and tlic members of the Calnnet for fiscal legis- 
lation, and to impose legislative responsibility upon the party 
in powder. 

First. Tlie first step in this programme has already been 
suggested. It consists in the establishment of a budgetary 
committee which sliall have full and exclusive jurisdiction over 
the form of the budget when presented to the legislative body 
for discussion and vote. This means that tlie Commiltee on 
Appropriations should lie abolished, and that the duties which 
it now perforins should be- assigned to the Committee on 
Ways and Means, and that the right of other committees to 
introduce bills which either directly or indirectly legalize ap- 
propriations should be taken from them. In this manner 
there would be established in the House of Representatives— 
this being the liody which according to the Constitution has 
the exclusive right or originating money bills— a committee of 
undivided authority. Ibith sides of the budget, that of income 
and of expenditure, would be studied by the same set of men, 
and the danger of unbalanced appropriations would be greatly 
diminished by giving them exclusive jurisdiction, so far as 
projects of law are concerned, over all items of expenditure. 

Two criticisms will immediately present themselves. 
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A budgt^tary committee thus organized, it will be asserted, 
is not responsible in the constitutional sense of that word ; and 
it will further l;)e urged that the duties thus imj)osed are so 
extensive and exacting as to render their satisfactory per- 
formance impossible. 

So far as responsibility is concerned, the criticism does not 
appear to be sound. It is true that resignation of the com- 
mittee in case its ])rojects of law are rejected in t^he Floiise will 
not lead, as in England, to an appeal to the country ; nor 
would such a result be logical, exce})t in a country vvdiere the 
government is an administrative committee of the legislative 
body. It should, however, be rem.eml)ered that the ('onstltu- 
tion of the United States does re(tuire |)eriodic elections, and 
that tlie ])arty in power can only sustain itself l)efore the ])eo- 
pie l>y showing that it has performed tlse functions intrusted 
to it in a fairly satisfact<.)ry manner, d'his at least is the extent 
of the political responsil)ility which is ])ossil)le under the 
American ( 'onstitution. Moreover, the res|.)<.)nsil)ility which 
is needed to overcome existing eyils is not so much the po- 
litical responsibility to the voter for the policy underlying 
fiscal legislation, as the responsibility which will lead to a care- 
ful and minute i!ivestigati(.)n antecedent to tlie expression of 
this general policy in a defnite hill. If, rurw, the committee 
which we liave st\ led the budgetary commit tee lie intrusted 
with exclusive jurisdiction over the form in which all finance 
bills are presented, and if, in conse()nencc, the right of tlie 
nieni1)ers of the House is liniite<l to the aecci^tance or rejec- 
tion of the bills as |)rupf)sed. a mistake in the form of the bill 
comes to l)c a matter of party r.^ponsilflity as well as a mis- 
take in fiscal policy. 1die j)roposal suggested would result in 
making the great majority of the House of Represeritatives 
critics of a jiroposed measure rather than, as is now the case, 
centres from which independent measures may be ])rojected. 
It would result in committee responsibility to tlie House; for, 
in case the committee could not agree upon a project of law 
acceptable to the House, it would of necessity resign, and 
make way for another committee which more perfectly re- 
flected the desire of the ])arty in power. 

This of course brings up the question whether or not the 
Speaker of the House should continue to appoint the commit- 
tees. On the whole it would seem wise to permit him to con- 
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tinue the exercise of this power, but he too, like the committee, 
should stand in jeopardy of a forced resignation in case his or- 
ganization of tlic House for the transaction of business did 
not meet the approval of the body tliat elected liini.* The 
theory upon which legislation in this country was begun con- 
sidered that all legislation should come directly from the legis- 
lative body. The pressure of business rendered this impos- 
sible and has led to the estal)lishment of a committee system, 
and many of tljc evils complained of arise from the fact that 
this system is but half developed. Tlie suggestion presented 
above rests upon the conviction that legislation bv commit- 
tees is essential to 'the transaction of the mass of business 
whicli presents itself, and the only purpose of the suggestion 
is to establish committee responsibility.y 

In further criticism of the plan suggested, it may be urge«l 
that the duties imposed upon a budgetary committee are 
greater than can be satisfactorily performed. This was the 
argument which led to the eslablisluncnt of the Conimiitec on 
Appropriations in 1863, Init it may be doul)ted if Congress at 
that time sought relief for the Committee on Ways and ATeans 
in the pro|)er manner. r)ne acquainted with the usual 
methods of procedure is familiar with the fact that a con- 
siderable portion of the time of the members of important 
committees is consumed with reading documents from pri- 
vate parties upon private matters. Consider, for example, the 
amount of time consumed by the Committee on Ways and 
Afeans whenever a tariff law is under consideration. Con- 
sider also the personal appeals from all sides that come to the 
Committee on Appropriation's Now, it is evident that these 
interests should be voiced, and that lliose who are intrusted 
with formulating a project of law should Iiave presented to 
them all the arguments and considerations necessary to a 
complete understanding of the situation. It is not, however, 
necessary that this important committee, which, for lack of a 

* There is no way of curtailing the arbitrary authority of a Speaker 
except by taking from the members of the House the right to originate 
public bills. 

f In response to the query that may present itself on account of the 
fact that committees are made up from members of both parties, the 
student is referred to the foregoing analysis of the probable efficiency 
of such committees. Cf. § 26, (3). 
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better name/we have termed the budgetary committee, should 
give audience to all interests that claim recoj^nition. The re- 
lief from the cxcevSsive labour of a committee intrusted with 
the duty of presenting- finance bills should come by a more 
perfect organiz-ation of the legislative body for collecting and 
sifting evidence, and a more authoritative organization of the 
executive department for presenting the needs of government. 
There are many committees, such as that on manufactures, 
on labour, on immigration, on currency, all of wliicli are 
charged with the guardianship of interests that may be 
affected by financial legislation. Why cannot these commit- 
tees act as the representative of the interests in question, hear 
the evidence, collect the facts, digest tlie testimony, and then 
present tlieir respective interests to the l)udgetary committee ? 
This would I)e a reasonable organization for the study of the 
budget, and the budgetary committee would then become in 
fact, as in France it is in llieorv, the organ for crystallizing the 
financial intelligence and centralizing tlie nuiltifarioits interests 
represented in the legislative ])ody, as well as the responsible 
source of a definitely |)roclaimed financial policy. 

Or again, looking at the matter from the point of view of 
the executive, a very considerable portion of the work now 
done in the committees of Congress might be done for them in 
an orderly and regular manner by administrative officials. 
Suppose, for example, a commissioner were appointed within 
the Treasury Dejiartment to hear evidence and collect infor- 
mation touching the interests affected by a pro[)osed law. It 
would follow, were tlie commissioner sufficiently wise to 
render bis report witliout a coh>nring of policy, that the 
bndgetary committee might in tliis manner, also, be relieved 
from listening to the importunities of interested advocates. 

We cannot follow these suggestions fnrtlicr. 'fbey run 
naturally into the intricacies of administration and parlia- 
mentary organization. Sufficient has been said to indicate a 
plan by which responsibility may be infused into the commit- 
tee system of legislation, and to relieve our main proposition 
of the criticism offered. 

Second. It further lies in this plan tliat the right of indi- 
vidual initiative of money bills, as also the right of indiscrimi- 
nate amendment, should be taken away frotn the individual 
niembers of the House of Representatives, whether the House 
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be organized as a committee of the whole or in legislative 
session. Ill this regard the practice in England would seem 
to meet the requirements of appropriate organization. 

Third. Passing now to the other side of the question, that 
is to say, to the budget in the hands of the administration, it 
will be reincinbered that no inducement is offered the ad- 
ministration to formulate a governmental |.)olicy respecting 
either incom.e or exiienditures, and it is of course impossible 
that this should lie established as bearing tlie stamp of legal 
authority witliout changing in a radical manner the existing 
political organization. While this is undoulitedly true, tliere 
is yet reason for Iielieving that tlie ixqiort of the Secretar\ of 
the Treasury might be made a more dignified and inqiortant 
document, and tliat the position of the Secretary as head of 
the de[)artnient miglit lie made more iriHuential within tlie 
administrative dejiartment of government. l)y means of a, very 
simple resolution of the House of Representatives. vSiqipose, 
for example, the budgetary committee alreaily jirovidcd for 
(or, indeed, existing committees) should pass a resolution 
to the eflcct that it would hold no coiiiinuiiicatioii respect- 
ing finance bills \vith any member of the administration, or 
with any officer or em|)lovc of the executive dc|)arinicnt 
of government, except through the Secretar\' of tlie 'Preasury, 
This would result, first, in creating a definite administrative 
poricy respecting financial measures. it would give the 
legislative body means of securing official information re- 
specting the willingness of the I’resident to sign a iiropfised 
l)ill in case it should be passed by botli Houses of Con- 
gress, and this would, in -lyrge measure, obviate the serious 
criticism upon the existing silnation tliat the President is 
incapable of exercising the intluencc secured to liini by the 
Constitution when it granted him the veto power, at the 
time wlien the finance l.iills are in a plastic state, It would 
open, also, an avenue of compromise between the executive 
and legislative departments of government which should be 
formally and openly recognised. Such a resolution, also, 
would tend to increase the authority of the vSecretary of the 
Treasury in the matter of appropriations within the execu- 
tive department itself. No practice is more effective in dis- 
torting the minor details of approjiriation bills than the prac- 
tice of direct communication between the subordinate officers 
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of the various bureaus and the members of the le.e^islative 
body. Until this is done away with it is useless to look for the 
exercise by the Secretary of the Treasury of any conservative 
influence upon general appropriations. Such a resolution 
would give to him who, by virtue of his official position, re- 
presents the financial interests of the nation an authority in 
the making of estimates which he does not now possess. It 
would go as far, perhaps, as it is possible to go under the pres- 
ent political organization, or, indeed, as it is desirable to go, 
toward establishing an authoritative financial policy of the 
government. 

An important consideration in support of the change in 
fiscal legislation above suggested is found in the fact that 
it would accomplish the result contemplated by those who 
desire that the President should he authorized to veto parts 
of bills, wliile approving other parts. I’his of course lies 
outside tlie range of our present discussion since we have con- 
fined ourselves to such reforms as are compatible with tlie 
existing Constitution. It is worthy of remark, however, that 
the advocates of the discriminating veto rest their arguments 
upon the prevalence of irrelevant riders to important bills. 
Now it is clear that tlie plan al)Ovc suggested renders irrele- 
vant riders highly improbable if not impossible, and on this 
account does away with the necessity of any constitutional 
extension of the executive j)Ower in legislative matters. This 
is a consideration which may properly be urged in support of 
the plan subriiitled. 
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RESPECTING DISCREPANCIES BETWEEN THE EXECUTED 
' AND THE ESTIMATED BUDGET. 

The Three Interests Involved. 

The Supplemental Budget. 

Deficiency Bills or Supplemental Credits. 

Administrative Appropriations. 

(1) Extension of Grants. 

(2) Transfer of Credits. 

(3) Indefinite Appropriations. 

The responsibility of the law-making body for financial 
legislation does not cease with the vote of the formal budget. 
Discrepancies are sure to arise between estimates and results 
when the budget is placed in execution. These discrepancies 
commonly become apparent to the administration before the 
close of the year for which the laws are voted, and it is impera- 
tive that some regular and orderly means should be provided by 
which errors in estimate may be rectified as speedily as pos- 
sible, and with as little embarrassment as possible to the in- 
terests involved. To consider the most appropriate method of 
covering discrepancies between the executed and estimated 
budget is the purpose of thk chapter. 

Although estimates may err on the side of income as well as 
on the side of expenditure, it is not generally regarded as neces- 
sary on this account to change the orderly course of revenue 
laws until the matter comes up in connection with the next 
regular annual budget. The question of aggregate income 
and aggregate expenditures is not commonly made the subject 
of corrective or supplemental legislation. Should general re- 
ceipts for any reason fall below the estimate, so that a deficit 
stares the administration in the face, the legislature might, it 
is true, recall appropriations for relatively unimportant ser- 
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vices and assign the money thus saved to the support of ser- 
vices regarded as relatively more important; but this would 
give rise to such confusion, if undertaken by the legislative 
body, that the practice is not commonly resorted to. It is 
generally acknowledged that some temporary provision should 
be made for a general deficit in order that the situation may 
receive adequate consideration when making provision for the 
spcceeding fiscal year. This contingency of a general deficit 
through shrinkage in revenues is too important a matter to be 
dealt with under the pressure for quick decision usually at- 
tending supplemental legislation. It will therefore not be 
considered in this connection. 

The same conclusion follows should the source of income 
be unusually prolific, so that it becomes evident in the middle 
of the fiscal year that a surplus will result from the continued 
operation of existing fiscal laws, A general surplus, like a 
general deficit, is not commonly made the occasion for cor- 
rective legislation.* It would be adequate, in the absence of 
other considerations, to urge against such a procedure that 
arbitrary changes in the rate of taxation, or unadvertised 
changes in revenue laws, or changes made at unusual times, 
are not approved by financial principles. The importance of 
stability in matters of taxation confines the revision of rates to 
the orclerly annual budget. 

The errors in estimates which are the occasion of such em- 
barrassment as to warrant revision during the course of the year 
to which the estimates apply pertain to inadequate appropria- 
tions for specific services, or they arise on account of some 
unusual or unforeseen demand. . 'The assumption is that the 
service itself was approved when the general appropriation 
bills were passed, or that the demand, being of the nature of an 
exigency, will command immediate approval upon presenta- 
tion. The difficulty to which the legislature must address itself 
is found in the fact that the administration has not been granted 
sufficient money to carry on ai)proved service until the close 
of the current fiscal year, when a new appropriation for its 
support may be expected. How shall the period be covered 

* It should, however, be made the occasion of providing some means 
of returning ihc surplus to the ordinary channels of trade. This ques- 
tion, however, finds proper treatment in connection with the analysis of 
financial organization and administration. Cf. g 36, 
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for those niontlis tliat remain after the old appropriation is 
exhausted and before tlie new appropriation is opened ? Such 
is the question presented for discussion. 

30, The Three Interests Involved. — Before considering 
this question in detail it may be well to call attention to the 
three interests involved. These are the financial interest, the 
administrative interest, and the constitutional interest. 

First. The financial interest demands that the expense for 
services should be kept at the lowest possible point consistent 
with efficiency, and that an equilibrium should be maintained, 
so far as possible, between the aggregate of income and the 
aggregate of expenditure. It has already been pointed out 
that looseness in estimates on the part of the legislature would 
not be conducive to good budgetary results; it is equally true 
that any looseness on the part of the administration, such as 
would be sure to follow if executive officers were granted any 
considerable degree of liberty in the expenditure of money, 
would tend to destroy clearness atid certainty in the accounts 
of the government. The financial interest, then, demands that 
the administration should observe in every particular the letter 
of tlie law. 

Second. The administrative interest claims that a work 
once undertaken, or a service once entered u|)on, should not 
be checked for want of supplies before brought to completion. 
It would be highly injurious should a di|)lomatic service, for 
example, which, on account of some exigency in foreign re- 
lations, proves to be more expensive than was contemplated 
in the bill of appropriations, be arrested for lack of funds be- 
fore the service is brought F'J completion. Cases have arisen 
in which important prosecutions by government have been 
caused to fail as a result of inadequate appropriations. Ref- 
erence lias already been made to the unnecessary expense re- 
sulting from the intcrru|)tion of services like public works due 
to inadequate appropriations. Such considerations as these 
make it apparent that some orderly and regular means should 
be provided by which the administration may be placed in pos- 
session of funds with which to continue an approved service 
in case the moneys appropriated shall have been expended 
before the new appropriations become available. 

Third. The constitutional interest, which is the third of the 
interests to be considered in providing for the orderly covering 
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of casual deficits, stands opposed to looseness in fiscal affairs, 
whether on the part of the administration or of the Icf^islative 
body ; but especially is it opposed to the exercise of any au- 
thority by the administration in the expenditure of money be- 
yond what is definitely stated in the law. I'his thought need 
not be expanded. It is fundamental in the theory of the 
budget, and lias found frequent expression in the foregoing 
discussion. 

A review of the practice of nations in covering deficicnciewS 
in orderly appropriations, or in providing for relatively nn- 
important exigencies, discloses three lines of possible pro- 
cedure : 

1. A supplementary budget may be voted, designed to cor- 
rect the errors that have been discovered. 

2. Deficiency bills may be passed, or some provision made 
by which a deficient appropriation may be increased. 

3. Tlie administration may be authorized to make provi- 
sion for orderly mid-year deficits. 

Each of these methods will be made the subject of separate 
consideration. 

31. The Supplemental Budget.— A supplemental or cor- 
rective budget is one introduced as supplemental to or correc- 
tive of fiscal laws already in course of execution. It is, how- 
ever, an inde[)endent budget, and not an amendment to the 
regular appropriation bills. It is a second or mid-year budget, 
and as such opens up the same field of discussion that was 
traversed when the original budget was presented for con- 
sideration and vote. It is intended by those wlio adve^cate tliis 
procedure that the supplementar budget shall supersede the 
original bill, and it is quite in order for it to modify the con- 
ditions upon which moneys have been expended by executive 
officers during the first few months of the fiscal year. This 
general statement presents the character of the supplemental 
budget much more clearly than could be done by a formal 
definition, and it has the added advantage of bringing into 
prominence tlie consideration upon which this method of 
covering a deficit must be approved or disapproved. 

The principal argument urged in favour of supplemental 
budgets is that by means or them the conditions under which 
the annual budget was originally vested are again brought to 
the notice of the legislature, and that opportunity is thus 
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afforded for correcting any errors of any sort that may have 
been discovered. To put the matter in another way, the sup- 
plemental budget is defined as a means of bringing the effec- 
tive estimates yet closer to the execution of the laws that 
legalize them. It is indeed difficult to see how they may be 
brought much closer, since the estimate underlying a sup- 
plemental budget takes place within the fiscal year to which 
the approprfatioii applies. While admitting the general fact 
assumed by this argument* it may be doubted if the end which 
it holds in view commands unqualified approval. The general 
discussion upon the merits of a service, or upon the relative 
importance of the several services, which the legislature de- 
signs to support should take place before they arc assigned 
to executive officers for administration. The budget once 
voted, the administration should be granted as long a period 
as possible free from the interruptions of further legislation. 
The year conteniplated by the original law is short enough. — 
indeed, it is too short — for the best administrative results ; and 
the convincing argument against the policy of supplemental 
budgets is that by means of them security against interrup- 
tion cannot l)e guaranteed for more than live or six months. 
It must not l)c overlooked that sound financial administration 
is as important to good government as sound financial legisla- 
tion, and it calls for no extended analysis to perceive that se- 
rious mischiefs will follow a general feeling of insecurity on the 
part of executive officers, such as must result from opening 
up the general field of discussion by a mid-year budget. It is 
essential to the orderly conduct of public affairs that questions 
of administrative policy slioiild not be o])eii to constant dis- 
cussion and j)OS5ible revision, and it is largely on this acciiunt 
that nations have fallen into the practice of correcting errors 
of estimate in such a manner as to leave unimpaired tlie con- 
ditions under which the original appropriation was voted. 

Another consideration against supplemental budgets is 
found in the fact that they lead to an uneconomical use of the 
time of the legislative body. The chief embarrassment which 
arises in connection with popular government is due to the dis- 
inclination of parliamentary bodies to arrive at final decisions. 
There comes a point in all public affairs when deliberatioii 
must be brought to a close. It not unfrequently occurs tliat 
an imperfect decision is better than no decision nt all. Tins 
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is a truth which small men never learn, and which men of a 
broader pattern are frequently slow in learning ; and it is wise 
that the rules adopted by the parliamentary body for the con- 
duct of its business should hold in mind the necessity of direct- 
ing debate to the questions that are in reality important. A 
supplemental budget is at best a budget that pertains to five 
or six months ; and there is great danger, should the relative 
merits of the several services for which money is*appropriated 
be brought into controversy, that the time necessary for 
making proper provision for the ensuing year, or of consider- 
ing questions of enduring importance, will be consumed in a 
discussion of a relatively unimportant question. It is much 
better that the information derived from a presentation of the 
necessity of supplemental appropriations should be made a 
basis for the discussion of the next annua! appropriation bill. 

32. Deficiency Bills or Supplementary Credits.— The pro- 
cedure which comes into contrast witli that of supplemental 
budgets, and which under one name or another finds general 
support in the practice of nations, is known in this country 
as the voting* of deficiency hills.” The corresponding phrase 
in England is ''supplemental credits,” in France ‘'credit ad- 
ditionncl'' The difference 1)etwecn the supplemental credit 
and the siip{)lemental budget may be clearly stated. The latter 
is ill reality a new law ; the former, wliile it may have the ap- 
pearance of a new law, goes no further than to increase an ap- 
propriation for an apiiroved service. The original law con- 
tinues to be tlie authoritative act, and the supj)lemental credit 
does not in any way modify the terms of tlie original grant, 
d'he supplemental budget has thv 'practical effect of estaldish- 
ing a fiscal period of six months, while the supplemental credit 
recognises the year as tlie fiscal period, and aims only to sup- 
Jilement appropriations that cx()erience has sliown to liave 
been too small as provided for in the original law. 

Tlie contrast between these two mcthoils of harmonizing 
discrepancies is thus clear and distinct; and, assuming the 
necessity of some sort of corrective legislation, if we are right 
in withholding our approval from the supplemental budget 
because it disturbs unnecessarily the stability of conditions 
essential to the satisfactory administration of a public service, 
we arc forced to approve supplemental credits, since by means 
of them provision can be made for a service that has run short 
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of funds without enibarrassment to the service itself. If it be 
urged as against this conclusion that the deficit which is the 
occasion of the supplemental credit is not due to an erroneous 
estimate, but to mismanagement on the part of the adminis- 
tration, and that the legislature should, on this account, revise 
the conditions upon which the grant was originally made, two 
replies present themselves. 

First. Responsibility f( •r mismanagement on the part of the 
executive officers lies with the head of the executive ilepart- 
ment, and not with the legislature. It is not reasonable to as- 
sume that tlie entire administration is guilty of weak and in- 
efficient management, or that such weakness and inefficiency 
as it shows has sprung up since the vote of the annual budget. 
The personnel of the administration is, in the main, the same 
as when, six months before, the appropriations were voted by 
the leg*islature, or when, twelve months before, the estimates 
were submitted by the administration. It may be that a de- 
ficit in some few cases is due to the mismanagement of some 
particular officers, but this is a matter which properly comes 
under the jurisdiction of tlie head of the executive department 
in which the mismanagement has occurred. 

Second, Questions of procedure in matters of government 
must be decided according to the relative advantage or disad- 
vantage likely to follow from them ; and should it he true that 
a mid-year examination of appropriations in process of execu- 
tion should disclose some error in judgment, either in the 
policy underlying a service or in the conditions imposed by the 
law providing for the service, it is probalde that less harm 
would be done by perpetuatftig the error for five or six months 
than by an attempt to correct it by new legislation. As an ex- 
ception to a prescribed rule, and to meet an especially flagrant 
case, the legislature might perhaps change the conditions of 
the original grant ; but to do this for any considerable num- 
ber of services, or under circumstances likely to invite ex- 
tended discussion or party controversy, would, for the reasons 
already stated, be the occasion of unnecessary embarrassment 
to the orderly execution of the laws. It is a rule that admits 
of few exceptions that mid-year fiscal legislation ought to be 
strictly confined to the voting of supplemental grants to es- 
tablished services. 

While approving in a general way the policy of deficiency 
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bills or supplemental grants, it cannot be overlooked that their 
use has frequently been attended with serious tiiischieis. 
They seem to present a temptation peculiarly their (nvn. 
Thus the practice of deficiency bills tempts the administration 
to withhold a complete statement of its needs in the original 
estimate for fear its estimates may be cut down. The officers 
of the executive department may have greater confidence 
in .the willingness of the legislature (or. what .amounts to 
the same thing, in their ability to coerce the legislature) 
to grant supplemental credits than to vote the entire 
amount which tliey recognise as necessary in the original 
appropriation. Tliis of course is an improper method of 
procedure and a perversion of the theory of deficiency 
bills, which should be strictly limited to the correction 
of legitimate 'or inevitable errors in the original estimates. 
The legnslature, also, or rather the party in power, finds itself 
exposed to a similar tcmpiation, Sup|)ose, for example, an 
in][)ortant election between the voting of the original appro- 
priation and the time when deficiency bills are presented. 
What is to hinder the legislature from curtailing the appro- 
priations ill the regular budget in order to make a show of 
economy before the public ? Sucli a policy must of course be 
followed by unusual appropriations in tlie form of deficiency 
bills, but the election meantime has taken place and the party 
has been returned to power. This is both an undignified and 
a dishonest procedure. It is a falsification of accounts. It is 
legislation designed to mislead the public. It is morally as 
culpable as erroneous charges in the accounts of a corpora- 
tion. But, unfortunately, it is iigl so regarded in the moral 
code of practical politics. For a false estimate by the ad- 
ministration the legislature has a quick remedy The adminis- 
tration is dependent upon the legislature, and there are many 
ways by which disapproval of such a course may be expressed. 
For a false estimate by the legislature itself, however, there is 
*no redress except it lie in the vigilance of the party out of 
power. The true remedy is in a clear appreciation of what 
a deficiency bill is for and in prescribing such rules that 
supplemental appropriations will be confined to their legiti- 
mate purpose. 

33. Administrative Appropriations.— The peculiar temp- 
tations that accompany the use of deficiency bills have led to 
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the suggestion that possibly the administration, acting for the 
legislature under conditions whicli would eventually bring its 
decisions to the legislature for approval and legalization, 
slioiikl be authorized to make provision for the covering of 
orderly mid-year deficits. This thought suggests three 
methods of procedure, each of which is practised to some ex- 
tent by modern peoples. 

First. Tbe administration may be authorized to extend 
grants for approved services. 

Second. The administration may be authorized to trans- 
fer the surplus of one ser\dce to cover the deficit of 
another. 

Third. The administration may have at its disposal a 
limited fund to be used at its discretion. 

We shall consider, in a cursory manner, each of these sug- 
gestions. 

(l) Extension of Grants . — lake so many questions in 
finance, the decision of tins one turns upon the extent to which 
constitutional checks other than those implied in the right of 
the representatives of tlie j)eople to vote public moneys liave 
been developed. Parliamentary adjustments are a means to 
an end, they are not themselves an end. And if no danger to 
political liberty lies in an extension of tlie functions of the ad- 
ministration it will, as a rule, lead to increased efficiency in 
public affairs. Especially is this true when details rather than 
principles are the subject of consideration. Now it must he 
remembered that the development of budgets and of budget- 
ary control resulted from a struggle (.)f the people against 
the arbitrary exactions i>f an ambitious monarchy. That 
controversy, however, has been settled. The danger to wliich 
po]HiIar government is now exposed arises from deceptions 
practised by legislators rather than encroachments designed 
by administrators. Moreover, the weakness of popular 
government shows itself in the inefficiency of administration, 
due in largo measure to the petty limitations under wffiich 
executive services are performed. The policy of supplemental 
credits was preferred to that of the supplemental budget be- 
cause the former grants freer play to administrative control. 
The same consideration now leads to the approval of the po- 
licy of covering deficits in current appropriations by imposing 
this task upon the administration, provided this can be done 
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without endangering the supremacy of the legislature in mat- 
ters of general policy. 

In no country has this question been so thoroughly dis- 
cussed as in France, and it may be well on that account to 
inquire what decision the French have arrived at respecting 
it. Two important laws have been passed since 1870 — that 
is to say, since the establishment of the present French Re- 
public — for the purpose of harmonizing the conflicting in- 
terests which arise on account of deficiencies in specific appro- 
priations. Tlie first of these laws was passed in 1871, the 
second in 1879. The law of 1871 is interesting in that it 
i^ractically revived tlie method followed hy the government of 
Louis Philippe and of the Republic of 1848. In order to 
understand tliis law it must be remembered that under the 
Restoration the French budget was almost embryonic, and it 
was customary to transfer a surplus from one appropriation 
to cover a deficit in another. Such a practice was, of course, 
destructive to clearness of accounts and lo the eflicacy of 
legislative control. It was for that reason abandoned. Ac- 
cording to the law of 1871, tlie executive was empowered to 
extend an a[)propriation which had been specifically voted, 
but certain checks were established to prevent tlie extrava- 
gant employment of this unusual power. Thus all moneys 
spent without the aiitliority of specific grants must, in the first 
place, be for the support of a service whicli has already re- 
ceived the approval of the Chambers; it must, in the second 
place, receive the unanimous ajiproval of the cabinet; and it 
must, in the third place, be reported as a special item for 
legalization by the (.'liambers. 

The law of 1879 dilTered from that of 1871 in that it estab- 
lished yet more stringent checks upon executive appropria- 
tions. According to this law, a distinction was made between 
supplemental and extraordinary expenditures, the first, or 
supplemental expenditures, being those required for tlie pur- 
pose of completing any work already sanctioned by the Cham- 
bers, while extraordinary expenditures are such as pertain to 
some service not yet authorized by law. They arc extraor- 
dinary in the sense that the service which they are designed to 
support has not yet been legalized. They have to do with the 
opening of a new service. Extraordinary expenditures upon 
the authority of the cabinet were interdicted, while supple- 



1^58 the executed XND THE ESTIMATED BUDGET. 

mental expenditures were allowe<l. In addition to the three 
checks reenacted from the law of 1871 it was further provided 
that the exercise of this unusual authority by the cabinet 
should be strictly limited to the prorogation of the Chambers ; 
no money could be expended upon the authority of the cabinet 
during their dissolution. Such seems to be the settled prac- 
tice of the French people. 

It must not be supposed that the French make no use of 
supplemental credits. Not only do they use them, but they 
abuse them to such an extent that the outside ol)servcr queries 
whether it might not be well should their admirably devised 
system of executive appropriations be extended so as to cover 
most, if not all, of the deficits in specific grants. It must be 
remembered that France is not well settled in the ways of re- 
sponsible government, and ])OSsibly the adjustment that has 
been described but foreshadows the direction of future de- 
velopment. 

In England there is no formal provision for executive ap- 
propriations, and it would perhaps be technically correct to 
say that they do not exist; still no ministry would hesitate to 
assume the responsibility of providing for an approved service 
should it become necessary to do so. This is a part of the 
practical working of cabinet government under conditions 
of strict responsibility. In the United States, on the other 
hand, the executive not being a responsible body in the po- 
litical sense of that phrase, no natural evolution of executive 
appropriations is possible. On several occasions an executive 
officer has made use of his personal credit for tiding over a 
service until such time as provision could be made for it by 
means of an urgency deficiency bill. This was done, for 
example, in the case of the Tenth Census, the superintendent 
assuming personal responsibility for the payment of debts con- 
tracted for carrying on the work. Such a practice, however, 
has never proceeded far enough to result in a precedent in its 
favour. 

It is perhaps unnecessary to discuss the merits of a plan 
so little likely to receive approval as that of the substitution 
of executive appropriations for supplemental credits. The 
legislature is in the saddle and is likely to stay there. The 
situation, however, is by no means satisfactory. Whether one 
contemplates the abuses of deficiency bills, or seeks to discover 
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the cause of administrative weakness in popular government, 
he is forced by the logic of the situation to assert that a 
carefully expressed law by which the duty is imposed upon 
the administration of determining when an extension of 
an appropriation is necessary, and what amount of additional 
credit is needed in order to carry a service to the close of the 
fiscal year, does not lie without the field of reasonable dis- 
cussion. It is probable that such a provision would be fol- 
lowed by two results, both of which approve themselves to 
the Science of I'inance. It would induce greater care in the 
expenditure of money; it would also induce greater care in 
tlu. original estimates and in the original vote. The legisla- 
ture is careless in the matter of appropriations liecause it 
knows corrective legislation is sure to follow ; executive offi- 
cers are extravagant (especially the heads of the minor bu- 
reaus) because they too often measure their importance by the 
amount of money they are able to spend. The policy of 
executive appropriations would tend to change the test of suc- 
cess in administration from extravagance to economy, since 
the necessity of a supplemental credit under the conditions as- 
sumed would be a criticism rather than a commendation. 
Ihit this suggestion has perhaps been sufficiently extended to 
make clear the tendencies which it involves. 

(2) Transfer of Credits , — The practice of transferring 
credits from one appropriation to another, or of borrowing 
from a fund that shows a surplus to supply a deficit in another, 
or of arresting the expenditure of money assigned to one ser- 
vice to secure funds for carrying on another, need not claim 
an extended consideration. It is a practice that has been re- 
sorted to more or less by all peoples when financially liard 
I'reSsed ; but tlie longer their ex]n.‘rience in tlie scliool of 
[practical financial administration the more decided is their 
opposition to it. The development of executive appropria- 
tions in France, referred to above, was in large measure the 
result of a scries of abuses arising from the practice of trans- 
ferring credits ; and it is only necessary to examine the 
finances of the municipalities in the United States to secure 
forcible illustrations of the mischiefs that follow tlie policy of 
special funds and the practice of debits and credits between 
them. 

It should, perhaps, be sufficient to urge against this prac- 
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tice that a transfer from one credit to another undoes the 
work that it is designed a well-framed budget should perform. 
The law assigns a specific sum to a specific service, and should 
the administration be permitted to change the grant it might 
in an almost imperceptible manner change or radically modify 
the policy formally expressed in the appropriation bills. The 
advocacy of executive appropriations cannot extend beyond 
the correction of legitimate errors in estimates for an approved 
service; to go further than this would be to clothe the execu- 
tive department with legislative authority. 

Not only does the transfer of credits impair legislative con- 
trol, but such a policy lends itself readily to deception and is 
sure to result in confusion. There would be no guarantee 
that the budget as voted reflects the true opinion of the legis- 
lature. Even appropriation bills may be “ doctored ” for 
political purposes. In the case of deficiency bills, which, as 
already explained, invite to deception on the part of the legis- 
lature, there is yet the safeguard of simplicity in accounts 
and of an undivided responsibility ; but the practice permit- 
ting the administration to transfer credits from one service to 
another would tend to conceal the issue by leading* to con- 
fusion of accounts, and to impair responsibility by assigning* 
the same duty to two independent departments of government. 
Moreover, this practice implies the existence of se|;)aratc funds 
which possess a sort of fiscal personality, since there could not 
otherwise be any debit and credit between them. For reasons 
that cannot be here presented, since tiie subject pertains to 
financial organization rather than financial legislation, the 
maintenance of any considerable number of inde|)cndent funds 
cannot be approved. It is much better to j):iss all moneys to 
the consolidated fund from which moneys are paid to specific 
services on properly attested warrants. Our conclusion, then, 
is that of the policy ot vransferring credits, whether by legisla- 
tive or administrative authority, cannot be seriously con- 
sidered in the present stage of constitutional development and 
of financial organization. 

(3) Indefinite Appropriations . — The third suggestion for 
covering deficits in specific appropriations through the agency 
of the executive rather than the administrative authority con- 
sists in placing at the disposal of the administration a limited 
amount of money that may be used at its discretion. This 
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practice is properly regarded as a form of executive appropri- 
tions. Its peculiar characteristic is made clear when it is 
observed that the extent to which moneys may be expended 
upon the authority of the government is limited by the amount 
which the legislature sees fit to place at its disposal for this 
purpose. The idea is well exemplified by the established prac- 
tice of the English people. 

JRecognising the necessity of granting some discretion to 
a government in the expenditure of public moneys, three funds 
are placed at the disposal of the government, which may be 
drawn upon without specific authority, but under conditions 
of strict responsibility. These are the Treasury Chest fund, 
the Civil Contingency fund, and the Secret Service fund.* 

This is certainly a sensible and safe method of procedure, 
and commends itself as a simple means of doing away with 
the necessity of any very extended use of supplementary 
credits. As a safeguard against the abuse of indefinite appro- 
priations the English Parliament has estal;)Iished a public corn* 
mittee on accounts. This committee guards carefully all spe- 
cific appropriations, and one of its duties is to see that the 
government docs not make an unwarranted use of moneys 
placed at its disposal. It is illegal for any expenditures to be 
made except 'they be charged to some specific appropriation, 
and the committee is responsible for balancing all accounts. 
With such a safeguard as this, arul with a clearly defined sys- 
tem of bookkeeping, it is difficult to see Iiow serious abuses 
could arise from the practice of indefinite appropriations. 

The final conclusion from this general discussion is that 
in the adjustment of discrepancies’ between estimated and 
executed budgets the l)est results may Ik* expected from in- 
creasing the responsibility of the executive department of 
government, Both the financial and the administrative in- 
terests support this conclusion, and it is believed that in the 
condition in which constitutional governnieirts find thetuselves 
at the present time the constitutional interest is not endan- 
gered by limiting the consideration of the legislature to the 
regular annual budget. 

* Fora description of these funds see Todd, Parliamentary Gavern^ 
ntent of (Walpole’s Edition), Vol. II, pp. 20-23. 
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Organization of thk “Trkasurv Department.'* 

Concerning the Theory ok r^i'ULic Accounts. 

(1) Comparison of the French and English Methods. 

(2) Is Public Accounting on the Basis of “Accruals" Practicable? 
How SHOULI.' Public Moneys he Kept? 

(1) Practice in England, France, and Germany, 

(2) Practice in the United States, 

The reason why it is necessary to include in the Science 
of Finance a consideration of financial organization and ad- 
ministration was cursorily explained in the analysis intro- 
ductory to this treatise. It was there sliown that the manner 
in which fiscal laws are administered, and the form of the 
machinery for their execution, have a direct bearing* upon the 
smooth working of a fiscal policy, and by inference it was 
suggested that the indirect effects of tlie management of t’:. 
public treasury upon the commercial interests of a peojdo 
sliould be accepted as among the inijxmtant tests of successfnl 
administration. It is not designed to carry the discussion of 
the organization and administration of the Treasury Depart- 
ment so far as to enter upon a consideration of rules for tlic 
conduct of treasury officials. No one would for a moment 
question the importance of adequate “ rules or clear '' in- 
structions to agents '' for the successful management of fiscal 
affairs ; but the limited space at our disposal must confine our 
attention to the general outlines of the subject, and wc shall 
be obliged to content ourselves with a consideration of the 
general principles of organization and accounting, and with 
a general analysis of the relations existing between tlie 
Treasury Department and the commercial world. 
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It may be well at the outset to notice that, although fiscal 
operations are, for the most paii, iion-coinniercial in cliaraeter, 
they nevertheless make use of commercial machinery, and that 
in this manner the Treasury Department comes into close 
touch witli business affairs. The checks and drafts of public 
officers, for exam[)le, are included among the credits that flow 
daily through the clearing-houses of the country, [hiblic 
bonds arc quoted side ])y side with the obligations (d cor[)ora-* 
tions and are bought and sold in open market. The warrants 
and certificates of indebtedness of the various grades of 
government may he used for investment or for security, in the 
same manuer as ordinary coiiuticrcial papea*. Moreover, in 
the collection of its taxes or in the disbursement of its funds 
the government is (.)l)liged to make use of the currency of tlie 
land, and on this account it is easy to see how mismanagement 
on the* ])art of trcasnrv officers might serionslv embarrass 
trade and industry. The pul)lic treasury cannot withdraw it- 
self from tlie current of commer(:i;d inllnences should it so de- 
sire, and for tin’s reason it is vital to commercial interests that 
great care slmuldi !)c ex:.*r(;i:-a:d iii formulating llie rules by 
which its fiscal o])erations are conducted. 

34. Organization of the Treasury Department. - No 
government has ever been aide to maintain in the organiza- 
tion (.)f its excentive (hq)artmems a rarctiilly considered and 
scientific classification of executive functions, and iov tliis 
reason it is mjt })OssibIe to submit a loiaual definition of a 
Treasury J .)e])artineut which |)ro|>erly represents prevalent 
practice. Speaking in a general way, the Treasury De- 
jiartmeiit is that brancli (T the’’ exeeiu ive ( irvynf ctdin iliat 
lias to do in a fiirmal and anthoritalivc manner with the finan- 
cial ('q)erations of goveninu'iit. Tdie officers of oilier depart- 
ments may handle public moneys, but they do so under rules 
prescribed by the Treasury Department, and are pers'inally, 
though not officially, responsible for the oliservance of those 
rules. All dues to the government arc covered {nt‘v) the 
Treasury by the use of a receipt to wliomsoever jiays the 
money, and all payments are made upon the authority of 
treasury officials by duly attested warrants. This rule applies 
to receipts and expenditures of semi-commercial services, as 
well as to receipts from taxes and expenditures for services 
that are general in character. In the German states, for 
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example, the operatinc^ expenses for railways, telegraphs, pub- 
lic mines, and piildic forests are to be found in tlie official 
statement of treasury expenditures. In this country the pay^ 
ments and receipts of the post-office must pass through the 
books of the Treasury Department. The English Excliequer 
is defined in Palgrave’s Dictionary of Political Economy as the 
purse of the nation, and this phrase fairly represents me posi- 
tion which the. Treasury Department holds among the execu-, 
tive departments of the State. 

Although many differences present themselves in matters 
of detail, the Treasury Department of every nation must make 
provision, in one form or another, for the performance of 
three sets of duties ; it must provide for administration within 
the limits of its own peculiar duties, for adjudication upon all 
pecuniary claims, and for the keeping of the public accounts. 
This may be made clear hy a cursory description of the 
Treasury Department of the United .States Government, and 
for the purpose of bringing the entire organization within the 
scope of a single exhibit this description will l)e introduced l;)y 
a formal analysis of the department as at present organized. 

ANALYSIS OF THE UNITED STATES TREASURY DEPARTMENT. 

I. Administration. — The Secretary of the Treasury, who 
is the representative of the Treasury Department in the Presi- 
dent's cabinet, is personally res|)onsible for the administration 
of the department. The administrative functions are assigned 
to officers or offices as follows : 

1. First Assistant SecretaVy, who is made responsible for 
the following division of services: 

a. Public moneys. 

b. Revenue marine. 

c. Stationery, printing, and blanks. 

d. Loans and currency. 

e. Bureau of Engraving and Printing. 

f. Bureau of the Mint. 

2. Second Assistant Secretary, who is made responsible to 
the Secretary for the following division of services: 

a. Special agents. 

b. Internal revenue and navigation. 

c. Warrants, estimates, and appropriations. 
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d. Office of the Supervising Architect. 

e. Office of the Supervising Surgeon-General of Marine 
Hospitals. 

/. Ihireau of Statistics. 

g. Office of wSupervising Inspector-General of StcainI)oats. 

3. The chief clerk, who is responsible for grounds and 
buildings, for the contingent expenses of the Treasury Depart* 
nient, for the handling of the mail of the depar'.incnt, for the 
compilation of digests of circulars, and other similar duties. 

4. d'lie Secretary of the Treasury in his capacity of Com- 
missioner of Customs. 

5. The Commissioner of Internal Revenue. 

6. The (..'omptroller of the Currency. 

7. Miscellaneous bureaus which report directly to the 
Secretary of tlie Treasury. 

II. An Examination of Accounts and AnjunrcATiON 
OF Claims, — The Comptroller of the Treasury, who is the 
judicial though not the administrative head of the Division of 
Accounts, renders decisions upon claims and accounts wdiich 
are final so far as the Treasury Department is concerned. The 
work of examination is assigned to six auditors, as follows: 

The First Auditor, who reviews the accounts of the 
T r e a s u r y D e p a r t m e n t . 

The Second Auditor, wdio reviews the accounts of the War 
Department. 

The Third Auditor, who reviews the accounts of the In- 
terior D ep art m e n t . 

The 1^'ourth Auditor, who reviews the accounts of the 
Navy Department. 

The Fifth Auditor, who reviews the accotints of the State 
Department and some other accounts. 

The Sixth Auditor, who reviews the accounts of the Post- 
office Department. 

III. The P>usiness Operations of the Treasury De- 
partment are intrusted to two officers: 

1. The Treasurer of the United States, who is the fiscal 
agent of the department. 

2. The Register of the Trea.sury, who is the bookkeeper of 
the department. 

This cursory analysis of the organization of the Treasury 
Department shows fairly well the manner in which its work 
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is carried on. The Secretary, and the heads of most of the 
important hureaus or offices which in the practice of the 
United States are reg'arded as political are changed from ad- 
ministration to administration. It would seem that this prac- 
tice might prevent a continuous j,)oHcv in tlie orderly routine 
of business, but as a matter of fact precedents are easily (Estab- 
lished and fairly well ol)served. The Secretary has large <lis- 
cretionary powers in the administradon of liis de])artment; 
and, although his nomination by the President must be eoii- 
curred iu lyv the Senate, when once appointe:! he is responsil)le 
to tlie President ahme, except he be guilty of some mal- 
feasance of so grave a nature as to warrant impeachment. It 
would be diffienlt to imagine a more highly centralized organi- 
zation tlian the rpoasury Department of tlie Idiited States, or 
of a position wliich imposes greater personal responsibility 
tlian is im])oscd up(.)n the Secretary of the rretisnrv ; and it 
is not improbable such excellence of administration as the 
history of this department discloses is in large measure due to 
this fact. 

It will be observed from the al>ove anal) sis tliat the Secre- 
tary of the IVeasury is spoken of as the (.’()mmissioner of 
Customs. There is no legal warra.nt for tiiis ex|)ressi«)n.. 
Until 1894 diere wtis tin officer known tis Commissioner of 
Customs, wliose duties, however, pertained to thosi' of a 
comptroller rather tlitm those of tin adminislrtUor. d’lie prac- 
tice is for the Secretary to exercise persoutil supervision over 
collection of customs duties. ]!•• |Ka*forms the duties wlricii 
the Cormnissioner of lutcnial ivcvenue perfiirms with regard 
to excise and internal dulic's. So important is the administra- 
tion of the eustorns laws lliat it seemed jU'oper to recognise 
the function as a distinct office, 

Tlie (a>rn])troIler of tlie Currency, who has general ad- 
ministrative juri.sdiction over the national banking system, is 
properly classed among the administrative officers of the 
Trea.sury Department. It is true that many of the duties he 
is called upon to perform are semi-judicial in character, l)ut 
it must be rernemliered that the word adjudication when 
used in connection with the organization of the Treasury De- 
partment is strictly confined to the adjudication of accounts. 

Among tlie miscellaneous bureaus vvhicli report directly to 
the Secretary may be mentioned the Lightlionsc Establish- 
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ment, Lift*-saving Service, and the Coast and Geodetic 
Survey. 

Previous to 1894 the accounting division of the Treasury 
Department was a coniplex and somewhat cumbersome affair. 
It embraced six auditors and three comptrollers, and it was 
the theory of the department that every claim or account 
should be examined Ijoth by the auditors and [)y the comp- 
trollers. By an Act of July 31, 1894, llie officcsy)f the second 
comptroller and of the Commissioner of Customs, who, by the 
analogy o[ the duties imposed upon him, should liave been 
called the third comptroller, were abolished, and the first 
comptroller was made the sole comptroller of the Treasury 
Department. The object of this change was to secure greater 
expedition in the settlement of claims, and to centralize re- 
sponsibility for the adjustment of accounts and for the proper 
interpretation of laws providing for expenditure. Under the 
present ])ractice the decision of an auditor is accepted as final, 
excc|)t the claimant make appeal to the comptrolh'r, or except 
the comptroller himself has reason to believe that tlie audit 
is for any reason unsatisfactory. Tlie decision u\nm the le- 
gality of a claim lies now, as formerly, witli the comptroller, 
and it is in the comptroller's office, also, tliat the authoritative 
account is kept with the appropriations made by Congress. 
The books of the comptroller open a credit with every depart- 
ineut, Imrcaii. or service immediately u])on the passage of aj)- 
jiropriation hills. I'he comptroller then notifies the officer in 
charge of the several departments or bureaus of the amount 
which Congress lias placed at its disposal. All warrants for 
the payment of moneys from these appropriations, wlieu duly 
attested, are debited to tlie appropriation, and it is one of the 
responsibilities assumed l)y the comptroller that the warrants 
issued sh.'ill in no case exceed the appropriation. Speaking 
concisely, therefore, the auditors arc responsible for the 
examination of accounts and claims which in any way involve 
the payment of public moneys; the comptroller is responsible 
for the proper interpretation of the law authorizing the pay- 
ment, for the assignment of the payment to the proper ap[)ro- 
priation, and for limiting the payments for any service to the 
moneys appro])riatecl. 

All payments of money must be made by warrants drawn 
by the Secretary of the Treasury, wliich warrants must be 
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countersigned by the Comptroller of the Treasury, These war- 
rants are of two classes. The first, which are called “ countable 
warrants/’ are addressed to the Treasurer of the United States, 
directing him to pay money to the disbursing officers of the 
various departments. These warrants are based upon re- 
quests from the heads of departments having charge of ser- 
vices for which moneys have been appropriated, 'riie pay- 
ment of moneys due individuals is made by the disbursing 
officers of the Inireaus or departments. It may be in tlie form 
of cash, of a check or draft against a private deposit, or, 
under some conditions, of a draft drawn on the Treasurer of 
the United States, The second class of warrants, which are 
called “ statement warrants,” are drawn in favour of indivi- 
duals, corporations, firms, etc., and are issued in satisfaction of 
services rendered or of other miscellaneous demands. In 
this case the payment is commonly made in tlic form of a 
draft on the Treasurer of the Unite<l States. 

The office of Treasurer of tlie United States was estab- 
lished l)y an Act of Congress Se|)tember 2, 1789. His duties, 
while of a varied character, are in the main those of a receiv- 
ing and disl)ursing officer of a corporation. He is the agent 
of the United States for the issue of United States notes, for 
the redemption of tlie notes of national lianks, and for the pay- 
ment of interest on the public de 1 )t. He receives tlie deposit 
of bonds used by the national banks as security for their cir- 
culation or as security for public moneys deposited with them. 
He is the custodian of must of the trust funds, such as the 
Pacific Railroad Sinking loind and the Indian Trusts. He is 
also the collector of the *iax imposed upon tlie national 
banks. 

It is through tlic Treasurer that tlie receipts of all moneys 
from customs duties, internal revenue, sales of land, and mis- 
cellaneous sources are ” covered into the Treasury. Upon 
tlie receipt of money by any officer or agent authorized to re- 
ceive the same a certificate of deposit is issued in favour of 
him who makes the payment. This certificate is commonly 
issued in duplicate, one copy of whicli is forwarded to the 
Secretary of the Treasury, who issues a warrant covering the 
amount into the Treasury. It is not until this warrant is 
issued that the money is available for the payment of appro- 
priations. It thus appears that moneys covered into the 
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Treasury, as well as moneys paid out of the Treasury, are upon 
warrants issueu by the Secretary of the Treasury. 

The office of Register of the Treasury was established at 
the same time as that of the Treasurer. He is the public 
bookkeeper for the casli account, as the comptroller is the 
public bookkeeper for the appropriations. He also has charge 
of the official records of the Treasury Department, and as such 
is called upon to perform many various and dissimilar duties. 

It is evident from the foregoing survey that wliile the as- 
signment of duties and functions may have been more or less 
accidental (as most of the critics of the organization of the 
Treasury Department aver) no pecuniary claim can be paid 
without careful scrutiny, and that the general operations of the 
Treasury Department are such as to guarantee that the 
moneys appropriated by Congress will be expended as Con- 
gress intended. The method of procedure is simple, d'he 
duties assigned to the many officials are clearly expressed, 
and, in the main, experience justifies the confidence which the. 
public has in the administration of the Treasury Department. 
Doubtless there are imperfections, l)Ut these may be left for 
the correction of those intrusted with the treasury manage- 
ment when such imperfections do as a matter of fact embar- 
rass the operations of the department. Since it is not our 
intention to consider this question in detail, it will not l)e 
necessary to present the corresponding organization for the 
management of fiscal affairs in other countries. In one way 
or another they all secure the same general results. Tlie 
above analysis was presented in order to leave upon tlie mind 
of the student the impression tliat the financial operations of 
the government are in all particiilars sulqect to tlie same 
•necessities as the org'anization for the financial administration 
of a business or a corporation. 

From the care which the Treasury Department takes in 
providing against false claims, and for esta’nlislnng checks 
against the illegal expenditure of moneys, it would seem that 
no further attention need be given to the matter by any of the 
other departments of government; and, for the most part, 
such is the settled practice in this country. An individual 
has, of course, the right of appeal to the Court of (Claims, this 
being the court provided by the government in which suits 
against itself may be tried ; nor is it an uncommon thing for 
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the treasury officials themselves to cause a case to l)e brought 
in the Court of Claims so that the decision may be final in its 
character. Moreover, an individual lias always open to him 
the right of petition to Congress against an improper decision 
of the Treasury Department. To this extent the settlement 
of accounts in the Treasury Department is subject to revision; 
and, although the right of petition is frequently abused, it 
would be unwjse to deny or to curtail it, for it serves as a 
wholesome check on what might otherwise become an arbi- 
trary and unwarranted adjustment of private claims. 

As between the Treasury Department and the other 
departments of government it is now pretty well settled 
that the Secretary of the Treasury has exclusive juris- 
diction. The case that led to a definite law upon this 
point arose when Mr. Stanton was vSecretary of War."*' 
In September, t 866, the Attorney-General gave an opinion 
“ that he (the Secretary of War] had authority to with- 
hold his signature from the rc(|uisition for an amount which 
he believed to be not properly due, though certified to by 
the accounting officers of the Treasury Department.” Act- 
ing upon this opinion, Mr. Stanton refus('(l to make rcc|ui- 
sitions for amounts in excess of what lie believed to lie due, 
although the amounts had been duly allowed. The issue thus 
raised led to considerable discussion, which was tinallv settled 
by the Act of March 2. r868, which asserted that the Treasury 
Department has final jurisdiction over .■iccoiuits, sulmn't 
only to revision I)y Congress or in the pro|)er ('ourt. It is 
difficult to see how any other decision could have been arrived 
at without ])r{nging the acco\mts of the government into in- 
ex trica ble confu sion . 

The success of the plan of giving the Treasury Department 
such extended control over the settlement of accounts is at- 
tested by the fact that tlie House of Representatives has not 
seen fit to continue its experiment with what perhaps niav be 
termed a legislative auditing committee. In 1814 the House 
created a Committee on Public Expenditures,';- wliose dutv it 
was to “ examine into the state of the several public depart- 

* Authority for this statement is Fiolles, Financial History of thi 
United States ^ 1861-1885. 

f The duties of this committee had been performed by the Committee 
of Ways and Means from 1802 to 1814. 
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merits, and particularly into the laws making appropriations 
of money, and to report ^'diether the moneys have been dis- 
tributed conformably with such laws; also to report from time 
to time such provisions and arrangements as may be necessary 
to add to the economy of the departments and tlie accounta- 
bility of their officers.’' * The practice of maintaining a legis- 
lative auditing committee is quite general in one form or 
anotlx?r among Continental governments, but it doeshiot seem 
to fit into the general scheme of a government of divided iur.c- 
tlons, like that of the United States. The auditing of acceumts 
is strictly administrative in character, and, provided the leg-is- 
lature exercise care respecting the fcjrm in wliich current 
reports arc issued, it is believed that better results will fol- 
low [lie assignment of this duty to the Treasury Depart- 
TiK'Ut. This does not mean that treasury officials are superior 
to investigation, for Congress always has the right of calling 
for s|)ecial rei)orts or of sending a committee for special in- 
vestigation, and this is a right frequently exercised in the 
United States. Tlie treasury officials feel tlia.t tliev may l)e 
subjected to an investigation at a moment’s notice, and it must 
be tliat this fact exercises a wholesome inlliience upon the 
manner in whicli they conduct their respective offices. 

35. Concerning the Theory of Public Accounting — Of 
greater importance is the (jucstion res|iecting die theory of 
accounts to whicli the hooks of the juihlic treasury are ad- 
justed. This has little to do vvitli wliat is ordinarily called 
’nookkeeping,” and, so far as tlie methods of entry are con- 
cerned, or the. form in whicli blanks areyirawn, or the wording 
of receipts and warrants, or otlicr similar details, the expe- 
rience of the officials charged witli the work may he relied 
n]K)n for appropriate results. Tt is a matter of scientihe in- 
terest. however, to imiuire what conce])tion may with pro- 
priety ]>e accepted as the liasis of llie accounting system. Two 
mcaliods of accounting present themselves for aiiproval : the 
asserts tliat accounts slionid lie kept on the basis of ac- 
^'nicd assets and accrued liabilities: the other presents cash 
receipts and cash expenditures as the more appropriate basis 
iiccounting. The first of these methods is followed bv 
ranee, the second by England and the United States. 


* Quoted from Adams, The Control of the Purse ^ p. 2i8. 
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(i) Comparison of the French and English Methods. — The 
significant feature of the French method of accounting is, to 
employ Bastablo's pluase, that the financial year is invested 
witli a kind of personality.'' * Instead of recording the actual 
receipts and actual expenditures of a definite period and ac- 
cepting this statement as a final financial report they assign to 
a year whatever income springs from the taws in force during 
the year, whether tliis income is covered into the treasury 
during the year or not ; they charge also to the year all ex- 
penditures that arise on account of appropriations for the year, 
whether the accounts are settled and paid within the year or 
not. It is ini])0ssil)le under this method to close tlie accounts 
of any particular year until some time after the year itself is 
passed. This method of accounting is what is known in tlie 
language of I^Veiicli finance as (lie “ CArreier fiuanricr " as ('nn- 
trasted with the ‘‘ gesfion annuellcJ' Tlie account is kept with 
the execution of laws, rather than with the cash transactions 
of the treasury. 

The claim made for this method of accounting is that, al- 
though the result at which it arrives may he delayed, it is never 
theless accurate. It docs not permit an expenditure incurred 
during one year to be charged to the year following; nor does 
it allow that delinquency in the payment of taxes should result 
in decreasing the income of the current year to the advantage 
of the year following. It is the design of such bookkeeping 
to show the financial standing of the government as affected 
by the operations of the year, and this it does by striking a 
balance between the assets that have accrued during the year 
and the liabilities that have accrued during the .same period, 
and for this reason arc properly charged to the assets. 

The significant feature of the lilnglish system, on the other 
hand, is that immediately upon the close of the fiscal year the 
Treasury Department counts its cash. It sets down what has 
been received and what lias been expended during the twelve 
months, and if receipts plus the balance on liand at the liegin- 
ning of the year, reduced by the amount of formal T)avments, 
equal the cash on hand, the fact is accepted as proof tint tlie 
account.s are correct. No notice is taken of the fact that part 
of the moneys received during the year become assets to the 

* Cf. Bastable, Public Finance, p. 703 , 
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government on account of the operations of laws during the 
previous year, or tliat part of the moneys paid were to satisfy 
debts left over from the year before. Only upon the assump- 
tion that the credits and obligations that the current year take 
over from the year previous are about equal to the credits 
and liabilities passed over to the year following can it be said 
that a cash statement presents a true idea of the financial 
standing of the nation ; and, even admitting this assumption, 
it cannot be denied that tlic cash statement destroys the sig- 
nificance of the fiscal period, since it includes the results of 
operations that did not take place within the period for which 
it nretends to report. 

An Englisli writer thus expresses the difference between 
the English and tlie French system of government accounts, 
and although he wrote in 1866 his statement represents fairly 
well the present situation, except so far as certain minor de- 
tails are concerned. His statement is as follows: 

“ The FTench budg-et attenq)ts three things which the Eng- 
lish does not: (i) I'hrst, it takes up wliat we may call the real 
reveniu' of each year and the real expenses of each year. I'he 
English system is very rough. We only regard (technicalities 
apart) what revenue is received at the head treasury during the 
year, and what money has been issued from tlie head treasury 
for services and paynients during it. It is in principle a cash 
account of income and a cash account of otttgoing. Eut the 
French are more elaborate. They impose a certain set of 
taxes for the year, but the whole of these taxes may not come 
to hand for months after the year. Our income tax, as every 
one knows, is very often months in arrear, and it is so with 
many taxes in all countries. Credits, fur exani}.)le, are given 
(like our malt credits) to various taxpayers, who are not ex- 
pected to pay, and do not pay, till that credit is expired. Now 
all sucli outlving monevs, say of the vear 1866, the French 
fina nciers treat as belonging to the year 1866; they are not, 
indeed, received during it, but still they belong to it. Some 
one, during 1866, l)ecame liable to pay, either at the time or 
kereafter, those sums, and so the State got richer. Just so on 
the other side of the account. Liabilities may have been in- 
eurred by the State for work done during the year, and those 
debts to pay are to be reckoned against the debts to come in. 
12) And again, the French financier follows the expenditure 
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to subordinate dispensers. Altliough the money may have 
been drawn from the head treasury, it may be lying in a minor 
one, and this, if not wanted for a liability of 1866, a French 
financier would not treat as an outgoing of 1866. Why 
should lie ? he would ask. It is a transfer, so to say, of a sum 
of money from a head office to a ])ranch office. The accounts, 
therefore, of the Imperial Government resemble nothing so 
much as the accounts of careful shipowners. In these there 
are various ' voyages ’ open at once, and money is not treated 
as actually ex])cn(led merely because the captain has drawn 
for it; the voyage account stands open till all the freight 
earned has come in, till all the incurred liabilities are dis- 
charged, till tlie captain has accounted for all the money he 
drew from England and re|)ai(l the i)alancc, if any. Siil)stitntc 
the ' exercise ’ of the year for the voyage of the ship and you 
have the Paris account-books with 1864, 1865, ^^nd 1866 all 
open at once. (3) Again, the lo'cnch try to show, not what 
their casual income and casual outgoing- for the year is. but 
how much of each is due to permanent and how much to tem- 
porary causes. . . . 

“ Every one who knows anything of the difficulty of ex- 
plaining at all effectually even sim])le matters of accounts v\ ill 
know that such elaborate figures as these can never be under- 
stood by many persons, and that even among those persons 
there are sure to be many wranglers about them. . . . 'The 
political effect is that the French nation can form no opinion 
about its finance. It is told too much, and in tr)o al>stract a 
fijrni, and so kmows nothing. The Engdisli Chancellor gi\'es 
every year a rough popular account of the general state of 
things, and this can be broadly criticised and dealt with. And 
it is only so that a free nation can judge of its finance. If it 
attempts precision it insures failure.’’ * 

The writer of the aliovc seems to admit that the English 
cash statement cannot give a correct statement, but he asserts 
that it is |)referable to the French system l)ecause it leaves an 
intelligent impression upon the mind of the ordinary citizen. 
Mr. Wilson, writing at a much later period, urges the .same 
consideration. He says : 

Under arrangements of this kind [that is, the French 

* Quoted from Journal of the Statistical Society, 1867, Vok XXX, 
p. 171. 
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system of accounting] the greatest confusion may easily pre- 
vail, and it is always three or four years before the nation can 
know what the definitive expenditure of a given year is. In- 
deed, it is quite possible to hide that important fact from the 
people altogether. . . . Even in France, with its carefully 
chosen f)udget committees, the true state of the national 
balance-sheet is often hard to discover. Arrears of taxes in 
one. year overlap with tliose of other years, credit*; old jostle 
credits mnv, and amid the confusion the truth is smothered.'' * 
'idle comj)arison thus drawn l)etween the English and the 
hVemdi method of accounting presents a question tliat must 
be decided one way or the other, for whatever the decision it 
will intliience the (diaracter of public accounts even to their 
most minute details. In Emgland and the United States all 
financial statements are liased on cash receipts and cash ex- 
j'cnditurc, or. to lie more accurate, upon receipts “ covered '' 
into the treasur}' and upon payments from tlic treasury as 
evidenced by the “ issue " of duly attested warrants.'' Such 
a statement lias tlie merit of simplicity and of providing a 
balance with sufficient promptness to be of some importance 
to the legislative Ixxly in its discussion upon financial matters. 
As we learned wlien considering the rrib’s for making esli- 
mates, the receijits and expenditures of tlie first, three months 
of a current year are known and are luade use of in estimating 
tlie prol)a])]e deficiencies in autliorized ajijDropriations, and the 
probalile income and ex])enditnres for the year t<> l)e covered 
l>y current legislation. While this is imdoulitedly a great ad- 
v.'iniagc, it must nevertheless be admitted that a casli statement 
of receipts and expenditures arlutranly dosed at the expira- 
tion of the fiscal year is not, and, from the nature of tlie case, 
camiot be, a truthful financial odiiltit. ‘The bd'cncli are cer- 
tainly right in asserting that the year which is made the unit 
lor a long series of minutely described appropriations does 
possess a certain personality, and that a nuicb more intelligent 
apjireciation of the character of financial legislation may be 
obtained if the results of the fiscal legislation of each year are 
grouped together than if the income and expenditures incident 
to that year are permitted to overlap and intermingle wdth 
the accounts of subsequent years. It seems, then, that each 
of these methods as practised by the governments in question 
* Wilson, 7 'he N^atioital Budget ^ p. 148. 
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has its peculiar advantage and its peculiar disadvantage, and 
on this account the suggestion presents itself whether some 
means cannot be devised for combining celerity in the closing 
of accounts and clearness of statement with the preservation 
of the personality of the fiscal period. To this end it will be 
necessary to inquire a little more carefully what is implied in 
the adjustment of an accounting system to the theory of 
accruals.'' 

vShoiild we turn our attention from public accounting to 
the best corporation accounting one will discover that earn- 
ings and expenses have almost universally supplanted the 
older bookkeeping phrases of receipts and expenditures.” 
The idea seems to be that liabilities should be balanced 
against assets, and not |)ayments out against payments in. 
The evil of the cash system is tliat it cannot make a true eX" 
hibit of the condition of afifairs, because it confines the record 
to accomplished financial events. It presents no guarantee 
that a company is solvent even though it shows thousands as 
cash on hand, for how can one know that obligations that 
ought to be charged against this balance have been paid ? 
The only way of making an intelligent statement, by which is 
meant a statement that shows upon its face the standing of 
the business to which it pertains, is to accept as the basis of 
the statement assets as accrued and liabilities as accrued at 
the date of the report. 

What, then, is an accrual ? ?>y an accrual is meant tlic 

size or the amount or the stage of growth of an orderly in- 
come or of a constantly accumulating expense. The design 
of accounting on the basis of accruals is to get at the present 
worth of assets and the present amount of liabilities at the time 
a balance is struck. An accrual undertakes to measure the 
results of a gradual and orderly procedure on both sides of 
the account, to credit to each montli (or period) the earnings 
of that month, and to charge to that month the expenses in- 
cident to the earnings. Should an accountant charge against 
the earnings of the present montli the expenses of the previous 
month, or should he carry them over into the accounts of 
the month following, it would be impossible for the manage- 
ment to localize divergencies from the ordinary course of 
events which in the grand result are responsible for the deficit 
or for the surplus. 
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The exact nature of an accrual will be made clear by an 
illustration. wSuppose the g^overnment has issued $10,000,000 
in bonds and that the contract calls for (juarterly payments of 
interest, the dates for payments being July 31st, Octolier 3ist, 
January 31st, and April 30th. The fiscal year closes, let us 
say, June 30th. It is evident that two months will have 
elapsed since the last payment of interest at the time the 
treasurer must make up his report. Shall he take any account 
of the interest that has been growing since April 30th, the date 
of the last payment, and set it down as a sum for which the 
government is liable, or shall he ignore this liability and bring 
it into his accounts for the first time when, a month later, the 
three months’ interest is paid in lung) ? bookkeeping on the 
basis of accruals will charge up the two months' interest as a 
lial)ility of the year ending June 30th, and this is manifestly 
where it ])elongs. To carry it over to the next }'ear would re- 
sult in burdening that year with a legacy of ol)Iigatlon from 
whicli it should be freed. An accrued asset chargeable to a 
definite period, on the other hand, is the earnings of the indus- 
try during the period, and it is the design of bookkeeping 
according to the tlieory of accruals to set the liabilities of a 
definite period against the earnings of the same period. 

The following are the advantages of this system of ac- 
counting! 

It allows a true statement of the operations of the period 
covered by the reyiort. 

It shou’s the financial standing of tlie corporation so far 
as affected by the operations of a definite period. 

It permits the localization of any particular intluencc by 
which operations arc affected. 

It permits a quicker and more accurate determination of 
the influences at work during any particular period. 

(2) h Public Accoiintini^ on flic Basis of Accruals Prac- 
iicahlc ? — It must certainly be admitted that accounting on 
the basis of accruals is a refinement upon the simple cash 
balance. Can it be applied to public accounting? 

Without expressing a positive opinion upon this point, it 
is difficult to say why government accounting cannot be car- 
ried on successfully on the basis of accruals. There is nothing 
ii^ the nature of public expenditures which would render this 
rfiore difficult for the government than for a railway corpora- 
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tion. The income of government arises from taxes or from 
services. Taxes are an asset to the State when legally as- 
sessed, while the earnings from a public service are in all re- 
spects like the earivngs of the private corporation. There is 
no more difficulty in reporting customs duties accrued from 
day to day than in rejjorting mone;cs received from day to day. 
Inicrnal revenue, also, being an excise duty, grows from dav 
to day with tlie process of manufacture, and re])orts might be 
made by Internal revenue officers at sufficiently frequent in- 
tervals to enable the treasurer to maintain a current oversight 
over public assets from this source. The assessment or ap- 
portionment of direct or |)ro|)erty taxes, it is true, occurs la.it 
once a year, lout a clearer idea of the business of levying and 
collecting taxes could be ol)taincd were lids amount set up on 
the books of the State as an asset (dericiencies in collection 
being accounted for as a corporation accounts for bad debts) 
than by tlie present nietliod of taking into consideratiofi 
nothing luit arnomvts actually paid. There is no (lifficulty in 
applying the tlieorv of accruals to pul)l!c income. 

The expenditures of the Stale, also, |)ennit of their being 
charged wlien accrued instead of deferring the charge until 
the payment is actually made. The pay-roll of the State is 
like the |)ay-roll of a ('or|)oration and represents a constamly 
accruing obligation. It is an “ operating expense.'’ Interest 
upon a debt accrues with rnatheinatieal |.)recisioii, and ma>- in* 
taken up on tlie books without referenct* to llic date of ma- 
turity or the time of payment, d'he obligations arising from 
contracts are iierhaps a little more difficult to handle, but tlio 
same proljlem is solved successfully by corporation accouni- 
aMi>. 1’iiere is notidng in the nature of jiublic income or 
of pulilic expenditure to prevent tlie adjustment of public 
accounting to the theory of accruals. 

Why, then, it may lie asked, do liingland ati<l the United 
States hohl to the casli statement for pnl)!ic accounts ? Many 
reasons might be given in explanation of this fact. Their con- 
tentment with the cruder method of accounting may in |)art 
be traceable to tlie confusion which exists in public finances 
in France, where it is attempted to realize the theory of ac- 
cruals. But an examination of the subject would show that 
this confusion is due to the failure of the French people to 
apply strictly the theory of accruals. Accounts are kept open 
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unduly long" in order that special services may be made the 
basis of special reports, a practice wliich is condemned by 
the theory of accruals as well as by the theory of a cash 
statement. The accounting* system strictly adjusted to the 
theory of accruals should permit a cross-section to be cut 
anywhere and at any time in fiscal operations. The French 
have not worked out the idea which they profess to have 
accepted. Mr. Wilson’s criticism quoted above is sound 
when addressed to what the French do, but it is not final 
when addressed to what they might do. 

Speaking for our own country, there are two reasons why 
it would be difficult to secure the adoption of what is here 
claimed to be the better method of accounting. In the first 
place, public servants are not accustomed to tlie discipline 
essential to secure accurate and prompt returns, and it is not 
sure that this discipline can lie secured until the civil service 
and tenure in office are more firmly established than at the 
present time. In the second place, the plan of accounting 
proposed would require a higher degree of centralization in 
the administration of public accounts than is provided for by 
the present organization of the Treasury Department. It has 
been suggested by some writers that the accounting depart- 
ment of the Federal Government should be a separate and in- 
dependent department. Without conceding the necessity of 
so radical a change, it is believed tliat decided advantage 
would arise should the duties imposed upon the comptroller's 
divi.sion of the treasury be made more comprehensive. Every 
disbursing officer and every collecting agent in the land should 
re|)ort to this division ; at least sUch a provision would be 
necessary if the business of government is to be recorded after 
tlie manner of the accounting of the best organized business 
corporations. The wisdom of undertaking a reform in 
treasury accounting must be left to the decision of the practi- 
cal statesman, and he must decide it in view of the shifting 
character of the civil service and of the popular prejudice 
against too great centralization in administrative authority. 

Much might be learned by a study of the practice of pri- 
vate corporations besides the fact that a balance of assets. and 
liabilities is superior to a balance of receipts and expenditures ; 
but our inquiry in this direction must content itself with a 
single suggestion. Public accounts make no difference be;- 



210 FINANCIAL ORGANIZATION AND ADMINISTRATION. 


tween expenditures for the support of ciirrent\service5 and 
expenditures that are in the nature of public investments, 
from which it follows that public accounts do not show how 
much it costs to run the government. It is not possible in 
the mixed statements which are presented to the public to find 
out exactly what the current operating or working expenses 
are. No great harm arises from this so long as nothing in 
the nature of commercial enterprises or investments is under- 
taken by the State. But at present the tendency seems to be 
toward ex|)erimentatic)n with such emerprises, a tendency 
that shows itself most clearly in the case of municipal corpora- 
tions. Public water-works, public lighting, and public street 
railways arc growing in favour; and, whatever the final con- 
clusion may be as to the expediency of such investments, it is 
certain that municipal governments will have more to do with 
these matters before they have less. If a valuable and per- 
manent lesson is to be learned from these experiments it is 
essential that the capital account of municipal corporations 
should be kept separate from the current expenses account. 
One cannot measure in his imagination the mischiefs that may 
result from the so-called reports of water-works commis- 
sioners, public-lighting commissioners, or street-railway com- 
missioners, which fail to separate operating expenses and 
expenditures in investment, or which fail to make proper 
recognition of the depreciation in public property. It is believed 
that municipal corporations, if not, indeed, all grades of 
government, should carry their accounting so far as to declare 
a balance-sheet from year to year; a consideration of this 
point, however, would carry us too far from the main line of 
our discussion. 

The impression left by this cursory consideration is that 
in no pai'ticular does government so much resemble a busi- 
ness as in the matter of its accounts. True accounting rests 
upon scientific classification ; and, while public officials ought 
perhaps to take the lead in the development of conclusive and 
authoritative bookkeeping, the fact is that the organization of 
government for the purpose of auditing accounts is, in this 
country at least, unscientific, and the classifications which 
have been adopted are inadequate when compared with the 
best accounting of the most progressive corporations. This 
remark is more pertinent when addressed to the bookkeeping 
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of municipalities than to that of the Federal Government 
But the reports of all grades of government might he made 
truer, clearer, and more scientific by conformity, so far as pos- 
viible, to the accounting of the most carefully administered 
corporation. 

36. How should Public Moneys be Kept? — This question, 
like tliat of the theory of public accounts, involves broad and 
cojiii)reliensive interests. A general survey of the practice of 
governments shows two j)retty well-defined policies for keep- 
ing the funds of imperial or national governments. The ques- 
tion of local or vState financial management need not here be 
considered. The first is illustrated by the practice of Eng- 
land, France, Germany, and, indeed, of most of the European 
countries, and consists in the establishment of a bank in the 
management of which the government exercises a directing, 
if not a controlling, influence, and of which the government 
makes use in most of its fiscal transactions. The second po- 
licy is the one practised by the Federal Governineiit of the 
United States, and consists in the establishment and exclusive 
management of an independent treasury. The aim of this 
policy is to separate the transactions of the wState from commer- 
cial transactions. With this end in view^ the government pro- 
vides its own vaults for the safe keeping of its funds, covers 
the money whicli it receives by receipts wliich it issues to its 
own officers, and distributes its funds by drafts and checks 
wdiich it draws against itself. 

It is manifest that the appropriate method of keeping pub- 
lic funds should be determined in view of two quite distinct 
interests. On the one hand, the government must be guaran- 
teed the safety of its funds, and provide for their disposal in 
such a manner that they may be employed with convenience 
and despatch ; on the other hand, inasmuch as the govern- 
nient makes use in its exchanges of the same medium of pay- 
ment as individuals, and since the transactions of the govern- 
ment are greater than those of any other single corporation 
or business, it is essential fhat these transactions should be 
carried on in such a manner that the quantity of money in cir- 
culation should not, on their account, be subjected to sudden 
and arbitrary fluctuations. The significance of this latter 
requirement will be appreciated if the amount of annual govern- 
mental expenditures be compared with the volume of cur-^ 
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rency. In tlie United States, for example, the volume of cur- 
rency is perhaps $i,700,(X)0,000, while the public expenditures, 
all .t;Tades of government being taken into consideration, 
are slightly under $i,ooo,ock3,ooo. Shoukb now, the public 
income be in excess of public expenditures, or slioiild income 
and expenditure be so adjusted that the latter follows tardily 
upon the former, it is evident tliat the volume of currency in 
circulation ihight be so far reduced as to seriously embarrass 
the orderly j)ayments of commerce. It might, to use the com- 
mon phrase, produce a stringency in the money market. 

This danger of a monetary stringency is increased by the 
fact that a commercial demand for money is not the same for 
all times of the year ; and should it ha|)pen that a surplus in 
public revenue takes place at a period of unusual commercial 
demand the business world would feel the pressure, although 
the amount locked up in the public treasury were compara- 
tively small. It thus ap])ears that the (juestion which asks 
how a government should keep its funds is one that demands 
broad and comprehensive commercial considerations, as well 
as a con.sideration of the safety and convenience in public 
transactions, 

(i) Practice in England, France, and Germany , — As already 
remarked, most of the Euroj)ean states solve this problem by 
the establishment of a national bank. Speaking generally, 
and without any particular banking institution in mind, a na- 
tional bank is an institution which, in return for some syiecial 
privileges granted by the government, agrees to became the 
custodian of the public funds, and to serve as the fiscal agent 
of the State in formal liusiness transactions. In England, for 
example, all public moneys received from taxes are paid into 
the Bank of England or of Ireland, and credited to the ac- 
count of the public exchequer. The bank transacts the entire 
business of the government. She acts not only,^' says Adam 
Smith, “ as an ordinary bank, but as a great engine of State.’' 
Accounts and audits arc controlled by the government, but 
the business is transacted over the counter of the bank. At 
the bank, however, the government is on the .same footing as 
other depositors ; and, since the money deposited can be loaned 
out in the ordinary course of business, there is no danger 
that fluctuations in the receipts and payments of government 
will occasion a fluctuation in the volume of currency available 
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for trade; ‘for, althougii the money is at the credit of the 
g^overnment, it is available to meet business demands. In 
Germany the business of the government is done through a 
bank whose board of directors is appointed by the govern- 
ment and in whose profits the government participates. This 
institution is called the Imperial Hank of Germany. It is re- 
quired to receive and make payments, and to conduct financial 
0[)erations for the Imperial Treasury without compensation, 
and to manage, free of cost, the receij)ts and payments of the 
several states of the em])ire. vSince, however, the Imperial 
Bank of Germany performs the ordinary function of a private 
bank of discount, it follows that the public funds are never 
withdrawn from the channels of trade. The Bank of France, 
according to Professor Dunbar, is an “ institution subject to 
control and made subordinate to the needs of the government 
of to-day/' d'lie government keeps its mone>- in the bank, 
and the treasurer maintains a running account at the bank. 
In addition to the amount on do|.>osit (he government is at 
liberty to make overdrafts n))on the I)ank to the amount of 
60,000.000 francs, d'he important j)oint, however, is that 
in France, as in Germany and in Fngland, the business of the 
country is in large measure free from the disturbances which 
follow the accumulation of large sums in the public treasury, 
ddiere is no danger in these countries that the government may 
bring about commercial disturl)ances because its payments 
happen to be badly timed or its receipts arc temporarily in 
excess of expenditures. The money taken from circulation in 
the form of taxes may be returned to circulation either by the 
])ayment of ]ni])]ic dues or by deposit. 

A careful study would show that the most significant 
feattire of these national or imperial banks is their connection 
with the established systems of currency. The higher the 
grade of commercial organization tlic greater need is there for 
elasticity in the currency. The demand for money is a fluc- 
tuating demand ; and, by giving to the banks the exclusive 
right to issue notes, and placing at their disposal unusual 
amounts for the discount of commercial paper, it is believed 
that the government can, acting through the banks, prevent 
the appearance of a serious commercial stringency, or, if that 
is impossible, prevent the extreme disasters of a commercial 
panic. In England commercial pressure whicli threatens to 
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exhaust the resources of the bank is met by an order from the 
government to issue notes for the discount Of commercial 
paper without bullion security. In France there is no limit 
placed to the issue of notes, and the bank itself determines 
when unusual issues shall be made. In Germany the situa- 
tion is practically the same, except that the tax on circulation 
increases with the size of the issue, a provision which works 
to limit the amount of notes in circulation to the needs of com- 
merce. It thus becomes clear that for these nations the ques- 
tion of how public moneys are kept is subordinated to the 
question of the control of the country's circulation ; and that, 
having decided to attain elasticity by a more or less direct 
regulation of discounts, the entire business operations of the 
State are brought into as close touch with the commercial 
world as possible. It is necessary to grasp tliis fact in order 
to apprehend the theory upon which the opposing policy of 
governmental isolation rests, a policy formally ail(.q:)ted by 
the Lnited States when it established the independent treasury 
or siib-treasurv system. 

(2) Practice in the Umlcd States . — ft may be well to say a 
word, by way of a prefatory observation, rcsi)ecting the man- 
ner in which the United States Government kept its funds be- 
fore the formal establishment of the independent treasury in 
T846. The common impression seems to l)e that during the 
existence of the first and second national banks * these insti- 
tutions were made the fiscal agents of the g<)vernment, receiv- 
ing its deposits and disliursing its funds. This, however, is an 
erroneous impression. There is nothing in the charter of the 
lirst Ncatimial Ikmk which gr)es to slunv that it was desigiusl 
to be the de])Ositorv of the pulilic funds. This (amid not have 
been done had it been regarded as desirable, for communica- 
tion l)etween the different parts of the coimlrv was so difficult 
and uncertain, and local jealousies were so strong, that a finan- 
cial institution under the patronage of Congress with branches 
in all parts of the country would have been an impossibility. 
Private banks were, tlicrefore, used, and there is no indication 
that the public bank had precedence over private banks in any 
matter that pertained to deposits or disbursements. The 
charter of the second National Bank was drawn with the 

* The charter of the first National Hank extended from 1791 to 1811; 
that of the second National Bank from 1S17 to 1837. 
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idea of securing a centralized control over public deposits ; but 
it was never intended that this institution should have ex- 
clusive use of public moneys. Private banks were always 
used as depositories, but, at first, under rules prescribed by 
the directors of the National Bank. The difficulties that arose 
on this account, and which led the bank in 1818 to give notice 
that it would no longer act as the agent of the government, 
])resent considerations too minute for the present broad writ- 
ing. The significant fact is that the Federal Government tried 
the experiment of a bank of the European type, so far as that 
was possible under the conditions which then existed for trans- 
portation and communication. The experiment seemed to 
fail, and for that reason Congress undertook to solve the prob- 
lem in another way. Provision was made for public deposits 
by building vaults and establishing sub-treasuries ; for collec- 
tions and disbursements by making use, so far as possible, of 
its own machinery for the transfer of value ; and for an elastic 
currency either through the agency of State l)anks, as was the 
case prior to 1863, or, as at present, by means of a system of 
national banks. The Government of the United States does 
not acknowledge its responsibility for providing funds to meet 
unusual commercial demands. It is its aim rather to keep 
itself separate from the flurries and panics of the commercial 
world. 

The title of the h\v which declared the policy of indepen- 
dence is An Act to provide for the better organization of the 
Treasury, and for the collection, safe keeping, transfer, and 
disbursement of the public revenue.^’ The quarrel of Presi- 
flent Jackson with the second Nati(;)nal Hank, the withdra^val 
of public de])Osits from this bank and their distribution to 
v^tate banks, the consequent expansion of State banking, the 
increase of speculation, the extension of public improvements 
under tlie insane enthusiasm of State governments and private 
corporations, the commercial panic of 1837 and the banking 
patiic of 1843 which resulted from this unhealthy commercial ac- 
tivity, the losses sustained by the Federal Government through 
its deposits with State banks, the difficulties encountered by the 
public treasury on account of the great variety of money 
offered for the payment of public dues, tlie eml)arrassnient to 
business occasioned by the desire of the Federal Government 
to maintain a specie basis for its receipts and expenditures — » 
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these, and all other facts of that period of comnrercial disas- 
ter and financial disgrace from 1830 to 1845, ^vell known 
to the student of American history. The policy of depositing 
public funds in vState banks without the restraining influence 
of a national bank over their issue of notes, and witliout ade- 
quate provision for the proper use of public funds and their 
prompt repayment, could no longer be supported by pu])lic 
opinion. Oti the other hand, so great was popular prejudice 
against Imderal interference with local affairs that it was im- 
possible for tlic Federal Government to establish a banking 
institution which should be the exclusive de|)ository of public 
funds, and which should have adixpiatc power to establish and 
maintain a uniform currenc} tlirougliout the United vStates. 
It must be understood that the design of the sub-treasury 
system is the absolute separation of the treasury from business 
affairs. Not only was tlie influence of the treasury in com- 
mercial affairs regarded with suspicion l)y the merchants, and 
the creation of the Federal bank regarded as an encroachment 
upoji the rights of the State l)y the peo}de. but tlie Federal 
Government, on its part, feared to trust its funds to commer- 
cial agencies for temporary use lest it should be subjected to 
loss. In such a state of aflfairs nothing remained but the 
establishment of an independent treasury system. 

Idle policy of separating public from private business hav- 
ing l)een formally estal)lished, what can be saitl of the result ? 
Is it possil)le for a government which handles from three to 
four hundred millions of dollars a year, and which is imposed 
with the duty of providing a circulating medium, to evade the 
necessity of performing banking functions, even tboiigh it 
refuses to assume responsibility for the administration of a 
banking corporation ? The experience of the United States 
upon this point Vill perhaps lie more instructive than an at- 
tempt at theoretical consideration. Three facts may ]>o 
noticed as bearing upon this question : 

First. It was a part of this scheme of separation that the 
government should employ specie in its own transactions to 
the exclusion of all other forms of currency. The notes of the 
State banks were not only unsafe, but they lacked the uni- 
formity of a national currency. The only stable and tmifona 
money was gold and silver ; and the government, having trans- 
ferred to the States all control over banking, chose to confine 
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itself to that form of money over which, by the Constitnlion, 
it was obliged to retain exclusive jurisdiction. This phase of 
the general policy of treasury isolation was not attended with 
any marked degree of success. Not only was it impossildt* 
for the government to transact its business in confonnit\' with 
the rules laid down by the “ specie circular but, in so far as 
it was al)]e to command specie, it eml)arrassed the OjKiratituis 
of the State banks, whicli relied upon the fund of specie in llic 
country for their reserves, and rendered them less safe than 
they otherwise might have been. Dr. (.iolton, writing in 1S50, 
said: ‘‘This government institution [the independent 

treasury], therefore, thus becomes an interfering power with 
the banking operations of the country to disturb and embar- 
rass them.’' W'e admit this to be a curt dis])osal of a ques- 
tion which at the time was the subject of extensive discussion 
and bitter controversy ; but the simple fact is that tlie attempt 
to separate the fiscal transactions of the h'ederal Government 
from the commercial transactions of industry is one that can- 
not be realized, A sovereign State cannot evade its responsi- 
l:)ility for establishing and maintaining a national currency, 
and any attempt to do so not only occasions loss to itself by 
its use of local currencies, but it results in general commercial 
embarrassment. 

Second. Tn the second place, the Federal Government has, 
contrary to the theory of independence, seen fit to establish a 
note-issue business, and to this extent has converted the 
Treasury Department into a baukiug organization. Referenee 
is here made to the fact that tlic treasury notes issued during 
the War of the Rebellion, and which *in 1879 were brought to 
par value with si)ecie by the policy of “ resumption,'’ have 
since then been sustained in circulation by tlu^ maintenance 
in the Treasury Department of a gold reserve. The notes thus 
sustained constitute twenty per cent of the currency in circu- 
lation. To this extent the currency is fixed and inflexible. 
Whether or not this is wise we shall not undertake to discuss, 
nor shall w e venture to incjuire whether the issue of iintcs can 
appropriately be undertaken except in connection with the 
banking fimctions of exchange and discount ; our only point 

that in this particular, also, the theory of independence 


* Cf. Kinley’s T/r.* Independent Treasury of the United States^ p. 37, 
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does not seem to have sustained itself. The exigencies which 
the treasury has met have proven stronger than the theory. 

riiird. Finally, the government, contrary to the theory, 
lias been forced to assume responsibility for the bullion re- 
serve of the country, and by so doing to acknowledge that 
a country whose commercial life rests on a highly organized 
syctem of credits requires of its government that the standard 
of values upon which credits are based, and in confortnity xyith 
which contracts are drawn, cannot be a matter of inditTerence 
to the State. This duty of guarding the specie reserve is 
recognised as the nu)st signilicant, if not the most iiiqior- 
tant, function of a national bank like that of England, of 
France, or of Germany; and nothing could more clearly 
indicate the inadeciuacy of the policy of fiscal isolation than 
the fact that the United States Government has been forced 
to assume the task of protecting the Inillion reserve of the 
country against the drains of an adverse trade. 

If it be impossible, as the experience of the United States 
seems to indicate, for a sovereign government to withdraw 
itself from the circle of commercial interests, it seems wise 
to conclude that the means for exerting this influence should 
be direct in order to be effective. The independence of a pub- 
lic treasury is a policy that cannot be maintained except in the 
most formal and superficial manner. 

This discussion lias been carried on in view of the 
responsibilities that necessarily come to a sovereign State ; 
with local governments the situation presents no difficulties. 
A municipality, a county treasury, or even a State will find that 
tlie most convenient method of transacting business will be 
through the agency of local banks. The experience of busi- 
ness corporations in the disposal of their funds may be ac- 
cepted as pertinent for minor ])nl>lic cor})orations. it is the 
broad commercial policies and monetary problems involved 
that make this question a serious one for national govern- 
ments, and witli these local governments are not concerned* 
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PRELIMINARY CHAPTER. 

GENERAL CONSIDERATIONS RESPECTING PUBLIC 
REVENUE. 

Classification of Puiiuc Revknuk. 

(1) Main Divisions. 

(2) Comparison of Direct and Derivative Revenue. 

(3) Bequests and Indemnities. 

{4) Fees and Assessments. 

(5) Revenue from Expropriation. 

(6) The Lawyer’s Classification. 

Comparison of Puulic ani> Privatf. Industry. 

Marks of a Good Revenue System. 

The investigation respecting expenditures having been 
brought to a close, it now heconics cnir task to consider the 
nature and the sources of public income, and to search for 
those administrative rules and general principles by which the 
necessary revenue of the State may be secured in the manner 
most advantageous to all interests concerned. The problems 
of public income naturally classify themselves according to 
the sources from which tliis income Hows, and on this account 
a consideration of the possible sources of public revenue will 
be the most natural and helpful introduction to the discussion 
of these specific problems. 

37. Classification of Public Revenue. — (i) Main Divi- 
sions. — The revenue which flows into the treasury of a State is 
of three sorts. It may be a direct revenue, a derivative 
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revenue, or an anticipatory revenue. By direct revenue is 
meant all revenue that accrues to the State from public owner- 
ship in productive property, or public management of pro- 
ductive industry, or which falls to it by virtue of its sovereign 
character or corporate personality. By derivative revenue is 
meant revenue which forms in the first instance a part of the 
income of the citizen, but which is paid by him to the State in 
satisfactiorj of some revenue law. In this instance the citizen 
rather than the State is the owner of the pr<aperty, or the 
manager of tlie industry, or the recipient of actual benefices. 
The distinction between direct and derivative revenue becomes 
clear wlien it is noted that direct revenue, so far as it is indus- 
trial revenue, constitutes a positive additie)n to the se)cial in- 
come, while derivative revenue, although it augments the in- 
come of the State, is in reality a transfer of a part of the earn- 
ings of the citizens to the State. An analysis of direct revenue 
leads to a consideration of Ihiblic Domain and Public Indus- 
tries, and of awards and gratuities ; an analysis of derivative 
revenue leads to a study of the nature and principles of Taxa- 
tion in all of its forms. 

In addition to direct and derivative revenues the State may 
secure funds through the use of its credit ; that is to say, it may 
borrow money. This revenue is proj.ierly characterized as an- 
ticipatory revenue. It is secured through the creation of a 
debt, and in any sound system of finance is recognised as the 
first step toward an increase in taxes or a higher return from 
public property or public industry. Public credit as a source 
of income to the State cannot be understood except one is 
familiar with the principles that control direct and derivative 
revenue. Its legitimate use is confined to making headway 
against a fiscal exigency or to the providing of capital for pub - 
lic investment. These are both unusual conditions. The ad- 
vent of an expensive war may constitute a fiscal exigency and 
justify the use of public credit. The policy of building a great 
system of canals or railways may be accepted as an example 
of what is meant by the investment of public capital, and the 
capital for investment will in all probability be secured by the 
sale of bonds. In both clas.ses of cases the occasion of the ex- 
penditure is out of the ordinary. In neither is the revenue 
secured a final revenue, but carries with it the necessity of se- 
curing an equal amount at some time in the future with which 
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to pay back tlic money borrowed. It is thus evident that an- 
ticipatory revenue is different in its nature and its use from or- 
derly revenue, and that for this reason it should receive sepa- 
rate consideration. 

The advantage of a separate study of public credit is em- 
phasized when it is seen that the princii)les whicli properly 
dominate the administration of public finance in ordinary 
! !m;s and for orderly and continuously recurring expendi- 
tures, are not, in all respects, the principles to which the public 
treasury should be adjusted in times of fiscal exigency, or 
when for any reason unusual expenditures are to be made. 
To put the case concisely, there is a system of orderly finan- 
ciering ami a system of exigency ami investment financiering, 
each of which is subject to its own peculiar principles so far as 
income is concerned. In this fact is found a second reason for 
a separate treatment of public credit. 

The foregoing analysis shows that all qnestions of public 
income may be discussed under one of the three following 
heads : 

1. Direct revenue, wliicli leads to a consideration of public 
domains and public industries. 

2. Derivative revenue, which leads to an analysis of the 
principles and a study of the practice of taxation. 

3. Anticipatory revenue, which leads to an investigation 
into the principles of public credit. 

(2) Comparison of Direct and Derivative Revenue . — It will 
be of great assistance in our efirort to gain ;i com])reliensive 
view of the general subject of public revenue if we inquire a 
little more closely respecting the cliAracter of direct and deri- 
vative revenue, and carry their comparison and analysis a step 
further. In this we shall confine ourselves in the first instance 
to a consideration of the regular and orderly sources of public 
income. 

Public domains and public industry arc alike in that the 
payment made into the treasury on account of them are 
made in return for a definite and specific privilege or ser- 
vice. Where government owns land and assigns it by lease 
for cultivation, public, revenue is a rental paid by the tenant. 
Where government owns and administers the forests, the 
revenue which it secures arises from the sale of lumber or 
charcoal Where government owns and manages a system of 
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railways the revenue accuring is collected tlir()Ugli sale of 
transportation. A stamp placed upon a letter is the price for 
carrying tlie letter, and the government collects its ])OStal 
revenue from the sale of stamps. The significant fact in all 
these cases, as in others that might be mentioned, is, that the 
citizen presents himself before the agent of the State as a pur- 
chaser of some privik^ge or service, and the amount he pays 
holds somc\definite relation to the quantity and quality of the 
service rendered. The relation between the citizen and the 
State is the “ contractual relation. The payment is freely 
made at the time of purchase and the citizen knows what he 
gets for his money. In this regard revenue by taxation is of 
an entirely dififerent sort. It arises from payments made for a 
general and not for a specific service, and the service sup- 
ported by the payment cannot be measured in any way to the 
citizen. The service is general in its character, and any at- 
tempt to measure it out to the citizen in proportion to pay- 
ments would result in the destruction of the service itself. 

Another distinction between direct and derivative revenue 
is that the former is voluntary while the latter is coercive. 
Much confusion has arisen in treatises upon finance on ac- 
count of the different ways in which these words are used. By 
some a voluntary payment is understood to be a payment no 
greater in amount than could be demanded for a specific ser- 
vice were the price of the service determined by competition. 
This conception of the phrase necessitates a separation of tlie 
payment made for the service from which the State hopes to se- 
cure a general as well as a specific revenue into two parts — the 
one covering cost, the other reckoned as a profit. The former 
is said to constitute a voluntary payment, the latter a coercive 
payment, and on this account the profit to government on a 
commercial industry is said to be a tax. This distinction, al- 
though plausible when presented in this manner, is of slight 
advantage. No important administrative rule can be based upon 
it, nor is it sufficiently characteristic to be easily carried through 
a scientific treatise. Wherever a monopoly exists, whether 
public or private, an extraordinary profit is liable to make its 
appearance; but one would not on that account care to say 
that he who purchases from a monopoly is coerced to make 
the payment. It is of course true that if he desires the com- 
modity he must meet the conditions of the only agency that 
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can supply him witli it. He must pay the monopoly element 
as well as the cost element in the price in order to secure the 
goods, but one cannot say on this account that he is coerced 
in the one case more than in the other. Payment of the mo- 
nopoly element in a price is merely the condition of his secur- 
ing the commodity or service in question ; but he may if he 
choose forego the purchase, and so be free from the payment 
of either. The point is this: Coercion which springs from 
one’s desire to possess or enjoy a definite thing is wholly dif- 
ferent, in its origin, in its character, and in the results wliich 
follow from it, from the coercion exercised by the government 
when it secures revenue from taxes. The one is the coercion 
of a specific desire, the other is the coercion of a sovereign 
power. The one finds its compelling force in the free choice 
of the individual, the other in the sovereign will of the State. 
A classification of revenue which fails to distinguish between 
commercial and political coercion can only lead to confusion. 
It is hoped in this treatise to avoid such confusion l)y refusing 
to acknowledge at the outset the alleged similarity between 
profits accruing from a government industry and taxes im- 
posed upon private industry. 

It appears from the above discussion that derivative and 
direct revenue differ from each other in that the one is built 
from payments for a specific service, and is made voluntarily 
by the citizen; the other is built from periodic payments, with 
only the general advantages of government in mind, and is a 
coerced payment in the legal sense of that word,* 

A third distinction, though it is administrative and prac- 
tical rather than general in character, is found in the fact that 
direct revenue is frequently assigned to special expenditures, 
while derivative revenue is commonly thrown into a general 
fund out of which all general appropriations for the public 
service are paid. The tendency is strong towards the prac- 
tice of a consolidated fund. 

(3) Bequests and Indemnities , — Besides revenue from public 
domain and public industry, there are two other sources of 
revenue which are direct in character. The State may in its 

* In the discussion upon taxation it is shown that the justification 
of the coerced payment rests upon the moral sense of the community, 
trhich demands that a general service should bear with equal weight oa 
all members of the community. 
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corporate capacity be tlie recipient of gratuitic^s either from 
citizens or from otlier States. Such, for example, is the 
bequest of Smithson to tlie Federal Government for 
the establishment of the Smithsonian Institution. Such 
also is the bequest of land from the Federal Govern- 
ment to the States for the support of common-school and 
university education. Further illustrations of public revenue 
by gratutities are found in the fretjuent gifts made bv 
individuals to municipalities in the form of parks, or for the 
purchase of fountains, statuary, pictures, and the like. Com- 
monly, however, revenue from this source is appro|)riated to 
some specific service in the articles of bequest; and while it 
adds to the property of the State, and is of great significance 
for the development of the peo])le, it does not in any way re- 
lieve the demands u|)on the people for the support of the or* 
dinary functions of government. It is referred to in this con- 
nection that our analysis of public revenue may be complete 
It is a revenue that accrues on account of the corporate 
character of the State l)y which it is enalded to become the 
trustee of funds designed for social benefit. 

Another source of unusual or accidental revenue is found 
in the indemnities which a conquering nation is apt to demand 
from a vanquished peoj.)le at the close of a war, in the. judg- 
ment of international boards of arbitration, or in the agree- 
ments entered into by nations in case one nation for any 
reason claims damages from another. After the Franco- 
Prussian War Germany received five milliard francs from 
France as a war indemnity, Japan also secured an indemnity 
of one billion yen fronr China as one of the conditions of 
granting peace. It may be said, indeed, to have become an 
establislied practice that the conquering nation should receive 
indemnity for the cost of a war. F'rom the financial and in- 
dustrial point of view it is more than questionable whether the 
nation that receives the indemnity is thereby benefited. It is 
apt to induce habits of extravagance and to lead to the estab- 
lishment of services which, when the indemnity fund is ex- 
hausted, will necessitate an increase in the rate of taxation; 
,9r, should this evil be avoided, a government will find great 
difficulty in expending so large a sum of money without dis- 
.turbing the orderly course of trade. On the other hand, 
should the government which receives the indemnity en- 
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deavoiir to, avoid this evil, it is likely that by withholding so 
considerable a sum from the ordinary circulation it will affect 
injuriously commercial conditions. In view of the possible 
difficulties which attend the receipt and expenditure of a na- 
tional indemnity, it is not strange that the board of directors 
of the liank of Japan should have presented to the council * 
of the hank this question : How may the Chinese indemnity 
be employed to the greatest advantage and the least disadvan- 
tage ? 'Fhere is perhaps in the entire range of financial 
problems no question more attractive because of the possi- 
bilities whicli it presents for broad generalization than this 
question of revenue by indemnity. It does not, liowever, 
bear that relative importance, when compared with otfier 
questions, which justifies further mention of it in tliis treatise. 

(4) Pc(\9 and /Isscssuicnfs . — Assuming tliat all revenue is 
either derivative or direct, where should fees and assessments 
be classed ? Ileiore undertaking to answiu* tliis (juestion it 
woulil be well to make sure that the terms themselves are un- 
derstO(.)d. A fee is a payment made to the State on the occa- 
sion of some specific service rendered 1)y the State to the citi- 
zen, tlic service, however, being non-commercial in character. 
Two or three illustrations will make this clear. The payment 
demanried for recording a deed or mortgage, or for any legal 
])rocess, is a fee; so also is the payment rcapiired to secure a 
l)ass])ort or license (this latter, however, sliould not ]>e con- 
foimded witli a license lax), or for tlie issue of a teacher's cer- 
tificate or diploma : so also is the iiayment for connecting 
with a public sewer, or for the privilege of pnrcir/ising light 
and water from a immicipatily. AI^ these payments and many 
others for like services, or ])crmits, are called fees, 'riicy are, 
liowever, in no sense llie price paid tor tlie service rendered or 
the permit granted. While it is true tliat they recognise a 
specialization in the service, llicy arc in no sense a quiiJ pro quo. 
Tlie amount fixed bears no relation to the imiiortance of the 
service, and only in a few cases to tlie quantity or the ((uality 
of the service. For the most part, services which arc made the 

* The Bank of Japan provides in its organiz.ation for a council com- 
posed of seven members to whom all questions of a general or public 
nature are referred. This council is made up of specialists in finance 
and political economy. The authoritative decision of course lies with 
the board of directors. 
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occasion of a fee do not permit of quantitative ijssessment; 
nor is the purpose of the g-overnment in demanding a fee that 
the aggregate of moneys thus secured shall equal the expendi- 
ture incident to the service. 

As further characterizing fees it may be said that the service 
rendered by the government for which a fee is charged is not 
commonly tlie comprehensive or fundamental service which 
the State lias in mind in the adjustment of its governmental 
machinery. 'It is rather a service which arises incidentally in 
connection with some comprehensive governmental function. 
Thus the. maintenance of foreign relations is a general govern- 
mental function. I)ut the granting of a pass|)ort or the vise of 
an invoice is merely incidental in the aflministration of foreign 
affairs. The maintenance of justice in the business relations 
of citizens is one of the fundamental aims of yiolitical organi- 
zation ; the recording of a deed or of a mortgage, on the other 
hand, is re(juired in order to render justice in commercial deal- 
ings easy and sure. In the same way the fee for a di|)lorna is 
incidental to the administration of public education ; so also 
the fee for a sewer connection is incidental to the administra- 
tion of the health department of a municipality. 

In view of the al)ove considerations it appears that a fee is * 
more properly classed under the head of derivative revenue 
than of direct revenue ; that is to say, it is allied to a tax and 
not to a price. Although paid on the occasion of a special 
service, it is not paid because of that service, but rather 1 be- 
cause the government selects a certain occasion in the per- 
formance of its general functions for the levy of a special tax, 
and levies that tax to the individual with whom at the time it 
comes in contact, 

A special arsessment is defined by I^rofessor Seligman as 
a compulsory contribution levied in proportion to special 
benefits designed to bear the cost of special improvements to 
property undertaken in the pu])lic interest.'' * This definition 
implies, first, that the improvement which is made the occasion 
of payment is primarily for the benefit of the public, and 
secondarily for the benefit of the individual on whose property 
the improvement abuts. Tlie paving of a street, for example, 
while it adds to the value of abutting property, is usually re- 


• Essays m Taxation^ p. 283, 



CLASSIFICATION OF PUBLIC REVENUE, 


2^*] 


garclecl as*a work pertaining to social rather than to private 
economy. In a very free sense, an assessment is in this par- 
ticular allied to a fee. The service rendered by government 
to the individual who makes the payment is of secondary im- 
portance as compared with the general service involved. In 
practice, however, the assessment differs from a fee in that it is 
attempted to assign a payment to the individual in proportion 
to the benefit received. The definition impliespn tlie second 
place that a special assessment constitutes a compulsory con- 
tribution ” which shows that, although the [payment is a quid 
pro quo, it is not a price for service rendered. Tlie transaction 
lies within the domain of social and not of free economy. Nor 
is the compulsory character of the assessment confined to the 
fact of payment. The decision as to the character of the im- 
provement, as well as to the time at which it shall be uiuier- 
taken, rests with the public authorities. In a double sense, 
therefore, an assessment may be regarded as a compulsory 
payment. 

Our conclusion then is that assessments like fees are allied 
to taxes and are, on tliat account, to be classified as special 
forms of derivative revenue; at the same time they are in a 
greater or less degree adjusted to the idc^i^of a special service, 
and for that reason should be granted an analysis separate 
from the general discussion of taxation. In this, however, we 
cannot go so far as do many German writers of prominence 
who recognise fees and assessments as a distinct source of 
public revenue. 

The classification of public revenue which gives form to 
the present treatise is the following: 

o. Public Domains. 
d. Public Industries. 

c. Gratuities or Gifts, or Treasure 
Trove, 

d. Confiscations and Indemnities. 

a. Taxes. 

b. Fees. 

c. Assessments. 

d. Fines and Penalties, 

a. Sale of Bonds or other Formi of 
Commercial Credit. 
h. Treasury Notes. 
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(5) Revenue from Expropriation, — It will be obserued l)y one 
familiar with the literature upon this subject that the above 
classification of public revenue fails to include revenue from 
expropriation. Under tliis [)hrasc is included the process of 
taking property through the exercise of tlie right of eminent 
domain. The reason for declining to recognise expropriation 
as a phase of revenue is that the vState cannot, by any con- 
ceivable use it .may legally make of the power of eminent do- 
main, increase its income. The utmost it can do is to enforce 
an exchange of property. The government has a rigid iiiider 
this sovereign ])Ower to take from a citizen whatever is ac- 
counted essential for a public purpose, but it is under obliga- 
tion to return to him an ecjuivalcnt for what it takes. In case 
an equivalent is not given in return, the act becomes either 
spoliation, which is an aliuse of law, and therefore not to be 
considererl among the sources of orderly revenue, or confisca- 
tion, which rests upon an entirely different power than the 
power of eminent domain. I^'or these reasons prcjperty ex* 
propriated from private to public use is not counted as a public 
revenue. 

(6) 'fhe Ixux'ycrs Classiflealion . — It will be further ob- 
vServed that the cla.'isification liere set forth jjays no regard 
to the legal authority U])on which the Stale rests its appeal 
for revenue, and in this respect differs from what (for want 
of a better name) may l.)e termed the lawyer s classification. 
It is ned intended U) convey the impression that ([uestions 
of constitutional right are of no im[)ortancc in the adjust- 
ment of a fiscal system ; they are of the utmost imj)ort:ince, 
as was clearly poiidcd out v/lien the fiscal axioms were tinder 
consideration. Especially in the United States, where the 
cotirts have the last word on the const it ntionality of a law or 
the legality of a method adopted for its enforcement, is it es- 
sential that the financier have clear and distinct views upon 
qtiestions of legal autliority. When, however, one observes 
the inextricable confusion into which the courts have drawn 
the nomenclature of finance by endeavouring to classify public 
revenue according to the governmental powers brought for- 
ward for their legal support, he is justified in expressing a 
doubt as to the advantage of the classification. The trutl] is 
that a given revenue may rest upon any one of several powers 
according to tlie purpose for which it is levied; or, indeed, it 
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may rest on several powers at the same time. Duties on im- 
ports, for example, may appeal to the taxing power, to the 
power to regulate commerce, or to the general welfare clause of 
the Constitution for legal justification, or it may appeal to all 
of these powers which the Constitution confers on Congress; 
but the duty is a duty in any case. The fees imposed on hack- 
drivers or newsboys may rest entirely on the police power, and 
a lawyer might urge that power to the exclusmu of all others 
in the defence of tlie ordinance; but the fact that the fee is de- 
pendent on police regulation does not take it out of the cate- 
gory of taxes. It is right for lawyers to classify the sovereign 
power of the State, and to rest their arguments in support of 
the various forms of revenue upon one or all of those powers; 
but to define revenue in the language of legal pleading must 
inevitably lead to confusion. The nature of revenue is one 
thing, the nature of legal authority to set revenue machinery 
in motion is quite another. It is believed that the classifica- 
tion of revenue according to its nature will enable the student 
to obviate many difficulties that might otherwise arise. 

38. Comparison of Public and Private Industry. — The 
foregoing analysis aims to disclose the general characteristics 
of public revenue. As further suggestive of the fundamen- 
tal conceptions involved we shall now proceed to a cursory 
comparison of public and ])rivate industries, and to in(|uire if 
the general attitude of government toward the public is 
changed in any marked degree on account ot the fa.ct that it 
presents itself in connection with an industrial enterprise. 

There are but two reasons wh>y government sliould care to 
undertake an industrial cnt(‘rprise: the one is that it may be of 
service to the citizen, the other that it may obtain a revenue for 
itself. -The l.iuilding and control of a railway is typical of tlie 
former ; the French tobacco monopoly may be mentioned as 
an illustration of tlie latter. One must not think, however, 
that these two aims cannot be present in the same undertak- 
ing. Indeed, it is the rule rather than the exception tliat both 
objects are held in mind in connection witli such industries as 
the government chooses to undertake ; and, while it may be 
true that this renders the administration of the public business 
more difficult than would otherwise be the case, it must be al- 
lowed that the advantage to the public is on this account 
greatly increased. It is cjcrtainly wise to obtain revenue in 
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such a manner as to render incidental benefits whenever tiiat is 
possible. 

Naturally the adniinistrative rules which appeal to the 
financier will vary accordinj^ to the purpose for which the in- 
dustry is undertaken. If revenue lie the chief object, the po- 
licy of control will tend to adjust itself to wliat is known as 
strict business methods. The principle of private financiering* 
will be put in practice so far as that may be dom* in view of the 
sovereign character of the State. This generalization brings 
to the front a very important question; In Inwv far is it pos 
siblc for the State to divest itself of its sovereign character 
w'hen it invests itself with the role of an undertaker ? 

Many writers assert that no essential difference exists in 
matters of business between the Slate and the individual, and 
they proceed in tlieir discussion of public industries as though 
government w'cre at liberty to adojit as its own the business 
policy of a corporation or of an individual, and to adjust its 
charges upon strictly business considerations. One may, 
however, doubt the pertinency of such a condnsiiui. In eve* y 
sphere of its activity the government stands for the whole 
people. The State is obliged from the necessity of its own 
nature to regard the general effect, as well as the iniinediate 
result, of its acts, and on this account it is debarred from ad- 
justing a liusiness policy to the principles of private financier- 
ing. It cannot, for example, resort to any of those devices 
by which trade is enticed from a private concern performing 
the same or analogous services. This is true because the com- 
petitor of the government is^a part of the State, and the State 
is obliged to recognise tiiat damage to such a competitor is 
damage to itself. Tlie Slate is as much interested in the suc- 
cess of what its citizens undertake as in tile success of its own 
business enterprises, and for tliis reason is obliged to assume 
the comprehensive or social point of viewq and to consider the 
general and ultimate, as well as the particular and immediate, 
results of its business policy. 

As further illustrative of the peculiar cliaracter of a public- 
enterprise, it may be said that a public industry cannot recog- 
nise the wholesale principle in dealing with its customers, since 
it has no right to discriminate in [irice in favour of the large 
and against the small buyer. It is a fundamental principle of 
democratic government that all citiirens shoulcf stand as equals 
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before it, and it would be as dangerous to disregard this prin- 
ciple in the administration of industry as in the dispensation of 
justice. 

If the distinction thus brought to notice be accepted (and 
it must be admitted that many writers on finance fail to recog- 
nise it), it follows that i)ublic utility rather than industrial profit 
must be the ruling consideration in all ])nblic industries. The 
State lias no private interest and cannot follow, \rithout modi- 
fication, the rules of a private business. The phrase private 
price ” or “ fy/aLsTprivate price '' finds no place in discussing 
an industry carried on by government. The private price is 
commonly the competitive price, and is always fixed with a 
view to the highest possible profit ; the public price is a 
governmental price, and is adjusted to the idea of the 
highest social utility. It may be that, incidentally, the 
same cliarge will be made by government aiming to secure 
social utility as would be the case if the industry were ad- 
ministered upon a competitive basis; but the process of get- 
ting at the charge is so different in the two cases that one 
is justified in assorting that the charges themselves stand for 
essentially different concepts and represent essentiafly dif- 
ferent social forces. 

The practical outcome of the fact that the State cannot 
divest itself of its sovereign character, even though it under- 
take a business for the purjiose of securing a profit, is that 
public industries will, as a rule, be organized as legal and ex- 
clusive monopolies. In no other way can that symmetry in 
organization and harmony in adniinistration be maintained 
which are essential to a just regard of the social interests. 
There are of course exceptions to this rule. The government 
might, for example, own and administer a railway, not for tlie 
purpose of revenue or with a view of rendering a direct com- 
mercial service, but in order to establish and maintain the 
conditions of equity for the conduct of industries intrusted to 
individuals and corporations. To speak specifically, the State 
might choose to own a railway in order to coerce competing 
railways to charge a just price or to provide conditions of 
normal competition between merchants and manufacturers. 
Even in such cases, however, the industry ow'ned by the 
government does not subject itself to tlie law of competition ; 
on the contrary, makes ujic of competition in order to con- 



332 GENERAL CONSIDERATIONS RESPECTING REVENUE. 

• 

trol competition. In all cases it is the governmental principle, 
rather than the commercial principle, to which the administra- 
tion of a public industry looks for guidance. 

The difference between a public and a private industry 
would be yet more clearly disclosed by inquiring respecting 
the principles upon which the government must rely in ad- 
justing the price for such commercial services as it renders, 
but as this question is made the subject of special discussion 
in a subsequent chapter it will not claim our attention in this 
connection,* 

39. Marks of a Good Revenue System. — In order to pre- 
pare for deciding properly the technical questions which come 
up in the discussion of the various sources of public revenue, 
it may be well at this point to consider the marks of a good 
revenue system. The most important of these are as follows : 

First. A good revenue system must be adecjuate to the 
just wants of the State. This is more than a truism. Not 
only must the government be able to secure sucli moneys as 
it needs, but it must be able to do this easily and without ap- 
parent effort. Difficulty in securing revenue acts as an obstacle 
to the performance of any duty which may be assigned to 
government; while, on the other hand, the impression that the 
State is in possession of ade(|uale funds, or may easily secure 
an increase in revenue, l)rings to it such strength and dig- 
nity that tasks which would otherwise be difficult in their 
performance are accomplished with ease. b"specially is this 
true in the case of diplomatic negotiations. The effect of an 
argument depends more i\pon the power of the nation which 
asserts it than upon the reasonableness of the argument itself; 
and in these days of expensive military and naval equipment 
national power is in large measure dependent upon money or 
the ability to command money. In case government desires 
to enter upon a contract calling for large payments, also, a 
full treasury will enable it to secure lower bids than might 
otherwise be the case. Or, suppose the currency system of 
the State to be in any way dependent upon the maintenance 
by the government of a bullion reserve, a deficit under such 
circumstances, or even the danger that a deficit may arise, 
might easily result in commercial embarrassment. Other il- 


^ Cf. Part II, Book \ Ch. VI, g 45. 
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lustrations present themselves, but the above are adequate to 
show the importance of a revenue system which secures an 
ample income witliont apparent effort. The first mark of a 
good revenue system is that it succeeds in getting the money. 

Second. The second mark of a good revenue organization 
is that the financial policy of a State presents itself as a 
system and not as an aggregation of independent and iiii' 
related acts. It is a fundamental principle of government 
that the burden of the State should rest equitably upon all 
citizens; but it is impossible to secure such a distribution of 
th.e burden unless all of the many ways in which rcvemie 
machinery touches the citizen are classified, compared, and 
reduced to a system. The persistent effort on the part of 
legislation to avoid double taxation ” shows the necessity of 
regarding every law as a part of a comprehensive whole. The 
suggestion here presented will meet with universal approval, 
though in practice it is almost as universally disregarded. 
The financier is not at liberty, accortling to the theory of 
equity held by democratic peoples, to judge of a law for 
raising revenue without considering it in its relation to the 
entire revenue system. 

A few applications of this principle will show its meaning 
more clearly. wShould the State undertake an industry which 
is especially lucrative for the sake of securing revenue, thus 
presenting itself as a competitor to citizens engaged in the 
same industry, it should exercise great care lest in adjusting 
its system of taxation it impose a burden upon its com])etitor 
from which it itself is free. That is to say, the taxes which it 
levies upon private industries must be levied in view of its own 
industrial nudertakings. Again, some taxes which could not 
be justified in and of themselves are capal)le of easy justifi- 
cation when considered as a |)art of a comprehensive revenue 
system. In 1789, for example, when tlie first tariff act was 
under discussion in Congress, the objection was urged against 
imposing a duty on .salt that tliis would bear grievously upon 
the mountaineers of North Carolina and Virginia' The reply 
to this objection was that, according to the scheme of taxa- 
tion under discussion, this was the only tax which would 
reach the citizens in (jucstion. Again, many duties are im- 
posed as compensatory duties ; that is to say, duties which 
would be unnecessary considered by themselves, but which 
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become necessary in order to provide the conditions under 
which revenue from other sources may be protected. The 
Federal (Government, for example, imposes a duty upon the 
manufacturer of spirits within the United States; it must, in 
order to enable tliis industry to bear the tax and at the same 
time maintain itself against foreign competition, impose a 
corresponding duty upon the importation of spirits. The 
revenue system of every country is replete with illustrations 
of com])lementary and compensatory laws, and of laws designed 
to avoid double taxation, all of which goes to show that a 
sound hscal system will be well balanced and comprehensive. 

I'hird. The third mark of a good revenue system is one 
which appeals more directly to a country organized as a 
federation, like the United States, than to a country more 
highly centralized for the purpose of administration, like 
France. Not only should the fiscal policy of a particular 
grade of government present itself as a comprehensive whole, 
but the several corporate bodies which together make up “ the 
State sliould exercise great care lest the revenue domain of 
the one encroach upon the revenue domain of the other, and 
by so doing bring confusion and inequalities into what 
otlicrwise might be a sound financial organization. 'Fo 
speak specifically, the third mark of a good revenue system 
is harmony and balance between the central and local govern- 
ments, between the local governments themselves, and be- 
tween the several organs of local government. 

This point may be the best presented by considering tlie 
situation as it exists in the United States. There are in tliis 
country four grades of government, each of which has as- 
signed to it a certain definite .set of public functions. These 
governments arc the Federal (jovernment, the State govern- 
ments, the chartered municipalities, and the local govern- 
ments resting on general statutes. There is at present no 
separation of the sources of revenue corresponding to this 
separation of public duties. It is true that by the Federal 
Constitution customs revenues are set aside for the Federal 
Government, and, with the exception of the State of Texas, 
the public domain is tlie property of the United States; for 
the rest, however, there exists the greatest confusion. The 
evils which follow from this unsystematic method of proce- 
dure present themselves at e^cry point in the discussion of 
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revenue problems. Whether or not definite sources of 
revenue should be set aside for the exclusive use of the vary- 
ing grades of government is a question which calls for more 
extended discussion than can be bestowed upon it in this con- 
nection. It is, liowever, clear that some form of harmonious 
action between the several governments concerned is essen- 
tial to the best results in a comprehensive revenue system. 
Tliis is a mark of a revenue policy which it is especially im- 
portant for the |)eople of the United States to recognise. 

Fourth. The fourth mark of a good revenue system is that 
it luiist provide for elasticity in the revenue at the ]M;^int where 
elasticity is needed. It is not sufficient, in order that a revenue 
svsteni may be elastic, that public income shall be capable of 
easy increase in a time of emergency ; it is etiually important 
that income may be easily reduced when the emergency shall 
have passed away. Elasticity as a quality of a revenue sys- 
tem does not appeal with equal force to all grades of govern- 
nieiit. It is relatively of most significance for those govern- 
iiients that are exposed to emergencies and exigenciCwS in tlie 
])erformance of their assigned functions. To speak explicitly, 
this means that those governments that are clothed with the 
])ower of declaring war and conclmling peace are the ones 
for whom elasticity in revenue is of the most importance, 
fn the United States, for example, the revenne system of the 
Federal Government should regard tliis characteristic as of 
very great inqiortance. A municipal government or a county 
government, on the other hand, may practically ignore elas- 
ticity of revenue in tlie organization of revenue machinery. 

Many other cjualities there are of a good revenue system, 
hut these will come up incidentally in connection with the dis- 
cussion of the special questions as they present themselves. 
Those qualities of which mention has been made are tlie ones 
that pertain to the revenue system regarded as a comprehen- 
sive whole. 
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DIRECT REVENUE. 

CHAPTER 1. 

REVENUE FROM PUBLIC DOMAIN. 

Mineral Deposits and the Fiscal Policy. 

Surface Lands and the Fiscal Policy. 

(1) Shall Government Cultivate its Own Domain? 

(2) Shall Government Lease its Domain for Cultivation? 

(3) Shall Government Dispose of its Domain by Sale? 

Land Policy ok the United States. 

(1) 'I’he Original Idea Respecting Land. 

(2) Use of Land for National Development 

(3) Use of Land for Educational and Railway Grants. 

Under revenue from public domain will be considered 
those forms of income accruing’ to the State on account of 
ownership of or interest in landed property. This phrase 
‘‘ landed property,” however, must be interpreted very 
broadly. All of the so-called ” extractive industries '' present 
themselves for consideration in connection with the study of 
revenue from public domain, and under the extractive indus- 
tries arc included fishing, mining, and agriculture. 

It is not necessary to consider at length the policy of the 
feudal system or of early .States respecting fish. In ICngland 
such fisli as whale and sturgeon, called ” royal fish,” were 
the property of the crown wherever taken, but it is not known 
that they ever formed a considerable portion of the public 
revenue. At present it is the general policy of nations to 
consign this industry in all of its branches to private enter- 
prise. Indeed, during recent years the most civilized peoples 
have expended considerable sums of money in the develop- 
ment of piscatorial culture, not with a view of making the in- 
dustry itself a source of revenue, but for the purpose of open- 
ing up a new source of food-supply. In some cases, as. for 
example, the oyster-beds of Chesapeake Bay, the State secures 
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a revenue fronuthe rental of the beds, agreeing on its part to 
protect the beds from depredations. But this is quite excep- 
tional. Wherever fisliing preserves are maintained, whether 
for industry or for pleasure, they arc, as a rule, the property 
of private persons or corporations, and as such are listed 
as taxable property. 

40. Mineral Deposits and the Fiscal Policy. — The revenue 
policy respecting mineral lands cannot be so easily stated. 
Not only is there considerable divergence in practiA among 
nations in regard to mines, but there continues to be con- 
siderable difference of opinion res])ecting the appropriate pol- 
icy. Gold and silver among minerals, like the whale and 
sturgeon among fisli, were formerly declared to be royal 
pro})ertv, and wherever found were appropriated by tlic State. 
In this form, liowever, the claim of the State upon minerals 
lias long since been abandoned. 

d'he general argument favouring the public ownership of 
rnincs is tliat minerals are the free gilt of nature, and should, 
theref(.)re, not lie made the ])roperty of any individual. Even 
in countries where the surface lands are assigned to indi- 
viduals for private cultivation, it has been proposed to re- 
serve the mineral deposits for the State. Tin’s suggestion is 
found in the land policy proposed by d'urgot, the great Phy- 
siocrat statesman of lh*ancc. The {lolicy which has come to 
prevail in the United States, liowever, and indeed in most 
countries, is to give title, in case of sale, from the surface to 
the centre of the earth. The argument which has led to the 
assignment of mineral lands as private pro})crty does not 
<iisregard the fact that minerals are a.gTatiiitous gilt of na- 
ture. but asserts, as breaking the force of this consideration, 
that nature has been so bounteous in her gifts that no injury 
can arise to consumers as the. result of such assignment. 
C onsider, for example, the wddc extent of the coal-fields in the 
Gnited States, as also tlie great number of iron-mines and 
salt-wells that abound. There is nothing in the nature of the 
case why competition should not determine the price of these 
products, and, in the absence of artificial restraints, the public 
finds, in the many opportunities for mining, a guarantee that 
triineral products of this class can be had at cost. Tliere is, 
therefore, no more necessity from the ethical or commercial 
point of view for the government to own and administer such 
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mineral property tlian for it to take into its possession any 
other industrial enterprise. This being the case, the question 
as to whether or not mines shall be made the source of special 
income to the government conies to be a general and not a 
particular question. 

But this line of reasoning does not apply to minerals which 
are localized to such an extent that they may be accounted a 
natural monopoly, as for example the zinc mines in the United 
States ; nor docs it apply to a mine wdiich like the Calumet 
and Ilecla of Northern Michigan was for a time so far 
superior to otlier copper-hearing mines as to enable it for 
many years to control the output and the price. A detailed 
study of the mining conditions of any country shows many 
exceptions to the assumptions of the argument for private 
ownership presented above. 

It may be doubted, however, if the mining policy of any 
country has l)cen directed by economic or ethical theories. 
The simple fact is that men will not enter n])on the uncertain 
calling of a i)rospector unless induced thereto by the hope of 
great gain. This work cannot be undertaken by the govern- 
ment on account of its speculative cliaracter, and unless the 
hope of unusual returns is offered to men who by nature take 
a pleasure in speculation the deposits of unusual minerals will 
forever remain undiscovered. 

It thus appears that all the considerations involved in 
the case of mineral lands do not range themselves on the same 
side of the question. On the one hand it is essential, at least 
in a new country, to grant free play to the speculative interests 
of individuals in order to secure tlie discovery of unusual 
minerals or of minerals of localized deposit. On the other 
hand it must not be overlooked that it is an injustice to the 
community as well as a source of a great social danger to 
assign rich mineral deposits to individuals or to corporations. 
Mineral wealth is tlie gratuitous gift of nature, and it would 
be a mistake for any government to ignore this fact. ' 

There are two ways of harmonizing these conflicting con- 
siderations. In the first place, the principle underlying the 
patent laws may be applied to legislation respecting mines. 
This would give to those wdio discover mining property a 
limited rather than a perpetual lease, and in this manner the 
mines would ultimately l>ecome a source of income to the State. 
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The difficulty m applying such a principle is chiefly adminis- 
trative, for it is probable that a mine held under a limited 
lease would be worked in an uneconomical manner, so that 
upon the expiration of the lease the property would be com- 
paratively worthless. 

The second way of meeting the difficulty is through the 
machinery of taxation. There is much to be said in favour 
of the policy of assigning mineral lands to private ownership, 
a policy wdiich has finally been acccjitcd by the United 
States, provided it be supplemented by some form of special 
taxation upon mineral property. It would be out of 
place, liowever, to consider at tliis time the form of the tax 
appropriate to the situation. The general conclusion of the 
foregoing discussion respecting the relation of a financial pol- 
icy to mineral proiierty is as follows: Mines that are widely 
s])read and easily discovered may be treated like tiie pro- 
()crty of ordinary industries. No special financial policy is 
recjuired for minerals like coal, iron, or salt. Mines, on the 
other hand, wdiich form the basis of a natural monopoly 
should be handed over to private enterprise for development, 
but they should at the same time be recognised as a fit object 
for special and j'lcculiar taxation. 

41. Surface Lands and the Fiscal Policy. — Private property 
in land among peo[)les whose kuv of real property lias been 
influenced by the feudal organization is universally regarded 
as a grant or privilege from the v^tate. In the United States, 
for example, a clear title commonly bears upon its face a 
record of the transfer back to the original grant. Even wiiere 
occupancy preceded survey and sale, as in the case of mining 
claims staked out by gold-luinters, it w’as thought necessary 
to legalize the customs of the miners and thus secure the 
occupiers in their property by a title from the State. Such 
being the theory of proprietorship, a comprehensive analysis 
of the relation of surface or agricultural lands to the fiscal sys- 
tem may, without violence to the working hypothesis of the 
knv of real property, start wdth the assumption that all lands 
belong to the State, and that the conditions of their use are 
determined entirely by expediency, or by what is regarded, all 
things considered, as sound policy. 

Surface or agricultural lands may be made to serve as a 
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source of income to the State in cither of the three following 
ways : 

First, the government may cultivate the lands as a public 
industry. 

Second, tlic government may establish a tenantry upon its 
lands and receive an income in the form of rent. 

Third, the government may dispose of its lands and secure 
a revenue througli taxation. 

Each of tlie above suggestions will ])e considered by itself. 
The immediate ptirpose of our consideration will of course 
be to determine the most ])racticable policy for modern states ; 
at the same time, the necessity of discovering some general 
principles for determining those industries naturally adapted 
to serve as the source of direct revenue will be held constantly 
in view. 

(i) Shall Govcniruoit Cullivafe its (hvn Domain ? — The 
dependence of the Science of J^hnaiice upon tlie principles 
of Political Economy will receive especial emphasis in con- 
nection with questioiis of taxation, but economic analysis is 
hardly less pertinent in connection with the above question. 
As is well known, farming is an intensive and not an extensive 
industry. It depends for success upon the personal care of 
the farmer and attention to minute details. The principle 
of division of lalxjiir is applicable to agriculture only in 
a very limited degree, and, on this account, the normal ten- 
dency of agriculture as a business is toward continually 
smaller holdings. The product of any particular farm con- 
tinually must vary from year to year in order to adjust itself 
to the varying demands of the market, and it requires the 
greaiest attention and care in a {)rogressive agricultural 
community to adjust tlie output to tlie needs of the 
comniunily. Without indulging fnrllier in comments of 
this sort, it will be readily seen that the business of farm- 
ing is not capable of an organization adapted to govern- 
mental control. It cannot be subjected to general rules, 
nor can the workers be organized in an enduring and 
efficient industrial association. It would be necessary for 
government, should it undertake public farming, to make use 
of overseers and drivers, as was the custom in the days of 
slavery ; and for the same reason that a high state of agricul- 
tural development was never reached on the basis of slav^ 
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labour, one justified in asserting that agriculture under the 
direction of officers of the State would become an inadequate 
if not a stagnant industry. If this be true, it follows that the 
system of public agriculture would be detrimental to the 
highest industrial development, and this, even from the point 
of view of public income, to say nothing of the social interests 
involved, must be accepted as final again.st the suggestion that 
the government should secure a direct revenue from agricul- 
tural lands. 

It is possible the analysis of tne foregoing paragraph was 
not necessary to support the conclusion resting upon it. It 
is the general practice of modern peoples to refrain from 
undertaking directly the industry of fanning. They have al- 
most universally assigned such lands as they possessed to 
tenant fanners or sold them in fee simple to the occupiers. 
Austria liegan selling ner lands in 1818; wSpain since 1811 
has disposed of nearly two hundred millions of acres of land. 
The budget of Ihnissia every year contains an item of income 
from the sale of public lands. The land policy of France in- 
troduced at the time of the French Kcvoliition is familiar to 
all students. Some of the smaller kingdoms and principali- 
ties in Europe still retain their public domains, l)Ut, so far as 
the writer is aware, no important State at present maintains 
the policy of purchasing lands. Beaulieu in discussing this 
(piestion presents certain facts designed to measure the relative 
cfliciency of agriculture 011 the part of the State, and of tlie 
system of rentals under long lenses by means of which the 
personal interest of the cultivator is brought to the task of 
cultivation. Three large domains xyere divided between one 
hundred and seven families, the average number of years 
covered by tlie leases being forty. The following is a state- 
nient of the results under the two systems of agriculture: * 


liefore the 
Division. 

Number of persons upon the domain 45 

Number of horses 10 

Number of cows 16 

Production of wheat 521 (wisp.) 

Consumption of wheat upon the place 2S “ 

Excess wheat for sale 410 “ 

Product of cattle, eggs, straw (thalers) 

Total proceeds of products sold x 5.537 “ 

Revenue to the State 4,^77 “ 


Altfr the 
Division. 

595 

124 

333 

1,414 (wisp, 

439 

752 

8,226 (thalers) 
22,726 “ 

5075 . “ 


* Leroy-Beaulieu, Scimre tft' F'iftdtict’, Vol. I, p. 41. It is copied by 
biiri from the fourth edition of Ra»'s Vol. I, p, 172. 
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In the presence of such a comparison as the above, as- 
suming the figures to be in any degree typical, the policy 
of government agiiculturc cannot be defended. The 
application of personal interest to land culture not only in- 
creases the number of individuals which the land supports,, 
but increases the surplus of product for sale from the land, 
and the revenue to the State as well. 

Tlic foregoing analysis, as also the conclusion which is 
draw'll from it, applies to the industry of ordinary farming. 
It furnishes no argument, however, against the retention by 
the State of land for tiie purpose of maintaining a system of 
public forestry. This is true because a system of forestry 
holds in view the rendering of a general social service, and 
should not be judged by technical results. Care of forests 
has always been an object of governmental solicitude. In 
former times it was considered of the utmost importance that 
a nation should have in its possession the material with which 
to construct vessels, and the iiossession of forests w^as under 
these circumstances an clement of national strength. At 
present the form of argument is somewhat changed, but it is 
equally strong, b’orests arc now generally regarded as exer- 
cising a salutary influence upon the rainfall, upon the general 
health of the community, and as a means of mitigating in 
some degree the evils ari.sing from floods and droughts. It 
is, therefore, a matter of general interest that a pro])er portion 
of the surface of any country should be covered with forests. 
The only question pertains to the best means of securing this 
result. 

Both experience and analysis show tliat private enterprise 
is not capable of devclojung an adequate system of forestry. 
The time inlervcning bctw'ccn planting and harvest — at 
least thirty years — is too long to attract private investment. 
It is true that there is an increase in the value of land thus 
planted from year to year, so that in a sense the investor has 
an annual income from his investment; but the difficulty is 
he cannot realize upon this investment except he sell the land 
with the crop. For this reason, if for no other, forest culture 
must be undertaken by a corporation which not only repre- 
sents the g-cneral social interest, but which enjoys a perpetual 
lease of life. The State is the only corporation which meets 
tliese requirements. 
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Although ^forestry may be undertaken for the general ser- 
vice which the government may thereby render to a com- 
munity, it may become, under proper management, a source 
of net income to the State through tlie sale of wood and tim- 
ber, charcoal and ash products. The experience of European 
nations with this industry shows that it may become the 
source of very considerable income. In h^rance, for example^ 
the gross income varies from thirty-eight to foyty million 
francs a year, wdhle the cost of administration is from twenty- 
five to thirty million francs. I'aking the higher figures in 
each case, the percentage of expenses to gross income, in this 
country, is 75 per cent. The corresponding percentage in 
Hanover is from 80 to 85 per cent; in llavaria about 50 per 
cent; in Prussia and Wurtemberg 48 per cent; and in Saxony 
37 per cent. Should one include in his estimate the value 
of land assigned to forest culture, the showing miglit not be 
such as to justifv the investment. In Erance, for example, 
the net income esiimated on tiie value of tlie property shows 
a return upon the investment of less than 2 per cent. In 
whatever way, then, the matter be regarded, the conclu- 
sion remains the same. The devclo])ment of a system of 
forestry must be classed as one of the general governmental 
services, and must be advocated on the ground of its social 
iin[)ortance. The reason why the financier is obliged to con- 
sider this industry is llial incidentally it gives rise to certain 
commercial |)rodiicts the proceeds of the sale of which may 
sii|)i)ort the expenses of the service. The proj.)riety of public 
forestry is further shown when it is recognised that, as an 
nidustry, it may be subjected to sihiple rules of a general 
nature, and its administration may l)e carried on witli more 
or less regard to tlie principles of military organization. In 
this respect it stands in marked contrast with the industry of 
fanning. 

The principal difficulty in connection wdth the administra- 
tion of a public system of forestry arises on account of the 
fact that the products of this industry may come into com- 
petition wdth similar products of private enterprises. Not 
all the timber can be grown upon government lands. Not 
all tlie charcoal and ash products can lie furnished by the 
public forestry departments. These products of forest culture 
might also come into competition wu‘th artificial commodities 
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that serve the same general purpose, as, for exarmple, lumber 
manufactured from straw; iron, aluminum, and the like, used 
for building purposes; other fuels may be substituted for 
charcoal ; or chemicals may serve the purpose of ash products. 
A government cannot escape a competition with its subjects, and 
in the presence of such competition no government would be at 
liberty to administer its forestry system with a view to the high- 
est possibly net income. It is obliged to recognise the social 
and industrial tendencies bound up in its policy of administra- 
tion, and to adjust the price of its commodities accordingly. 
In general it may be said that the price of the products of 
public forestry should be adjusted to the market price of 
goods with wliich they come into competition, the only ex- 
ception to this generalization l)eing defensible when the 
government linds itself in competition with a private indus- 
try which aims to maintain an industrial monopoly, and to 
charge a monopoly price for its products. 

The policy of European states respecting forestry shows a 
marked degree of uniformity. At the beginning of the 
present century there seems to have been a tendency on the 
part of governments to alienate this kind of property, a 
tendency which pcrhaj)s may have been one of the mistaken 
applications of the prevalent theories respecting individual 
rights, hVom 1791 to 1795 France disposed of nearly one- 
half of her state forests and continued to reduce the forest 
area until in 1870 tlierc remained but one-fifth of the original 
state holdings. Many of the German principalities also fol- 
lowed the same ])olicv, selling off their forest lands whicli had 
for centuries been presefved as government property. I'hey 
did not, however, go so far in this direction as France. 

During the past forty or fifty years the old policy respect- 
ing state forestry has been revived, and nearly all Furopean 
nations evince not only a desire to hold on to such forest 
property as they have, but to extend its area and efficiency, 
and to exercise a strieter control over the use of private forest 
property wherever communal interests are thereby en- 
dangered. In France since 1870 no sales have been made, 
but each year show's a gradual increase in tlie amount of 
land consigned to public forestry. Since 1872 the govern- 
ment has spent nearly 200,000,000 francs in the reforesting of 
dunes and devastated rnoiintain-sides. In Prussia the policy 
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of sellin^^ forest lands prevailed in the beginning of this cen- 
tury, but since 1831 the opposing policy has made itself 
apparent. Between tlic years 1867 and 1895 22,0(X),ooo 

marks were spent in increasing the forest area, and the budget 
for 1895 contains an item of 2,000,000 marks for the purpose 
of purchasing additional lands for this purpose. The in- 
creased efficiency of forests as a source of income is shown 
by the fact that in 1830 the cost of administration was 61 per 
cent of the gross receipts ; in 1870 it was 52 per cent ; in 1893 
it was 47 per cent. In other German states the same tendency 
may be noted. ] 5 avaria shows a 4-per-cent increase in forest 
area, Wiirtemberg a 3-per-cent increase, since 1873. A small 
increase also may be noted for Baden and vSaxony. In Aus- 
tria the selling of forests continued until about 1870, but at the 
present time the State is the only great purchaser of forest 
lands. In 1886 60,000 acres, in 1888 230,000 acres, and in 
1891 211,000 acres were purchased for this purpose. Both 
Italy and Russia, while too poor to spend much money in this 
manner, have nevertheless made a start in this direction. 
Russia sells timber lands to the communes but not to private 
individuals, and lias enacted a strict law under which the 
general forestry of the country is to be administered. The 
huiglish Government has no considerable amount of forests, 
but this is not due to the fact that the English are averse to 
governmental management of forestry culture. In India, 
wliere there is a decided need of forests, the government 
shows great activity. Between 1882 and 1892 the reserved 
forests were increased from 46,213 sejuare miles to 59,743 
square miles, while the total forest *arca under the control 
of the government increased from 71,972 square miles to 
114,966 square miles. 

No country lias greater need than the United States of a 
comprehensive system of forestry, and no country, except it 
be the South American republics, has shown greater dis- 
regard of this need. The land system of the Federal Govern- 
ment makes no distinction between forest lands and agricul- 
tural lands. The same laws have been follow^ed in the survey 
and sale of both classes of property, and in the main the same 
price has been demanded. This policy has resulted in the 
sale of forest lands as timber property to individuals and cor- 
porations, whose only purpose was to realize the largest 
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amount of money possible from their purchase in the least 
possible time — a policy which has resulted in the destruction 
of most of the timber lands east of the Mississippi and north 
of the Ohio. In the West and the Northwest very little care 
has l)een taken to conserve the public forests. Lavish grants 
have been made to railway corporations for the use of such 
timber as they needed for the construction of their lines, and 
no adequate provision has been made against the destruction 
of forests by tire. The only encouragement to tree-culture 
which Congress has seen lit to make has been in connection 
with its general land policy. Land has been given to settlers 
on condition of their planting and caring for a certain number 
of trees, but this has anK)iinted to nothing so far as the de- 
velopment of a system of forestry is concerned. 

Admitting the importance of a comprehensive system of 
forestry, the question naturally arises whether this sh(.)uld be 
done under the direction of the h\*deral Croveniment (jr the 
State governments. Without discussing this question, the 
opinion may be ventured that the proj)er seat of authority for 
the administration of the forestry system is the State govern- 
ments. This w(.)ul(l obviate (piite a number of difficult con- 
stitutional questions which might embarrass the administra- 
tion (.'jf the Federal (lOvernment owning forests within the 
jurisdiction of the States. From the financial point of view, 
also, there is much to be said in favour of such an investment 
by the State governments. The chief difiicnlty in connection 
witli this question of forestry has l)een that it has never been 
regarded from a comprehensive point of view, and this can 
never be done until it ishnade a part of the fiscal system of the 
Federal Government or of the State governments. Each 
year that passes renders the solution of the problem more 
difficult. The F'ederal Government should at once undertake 
to conserve the forests which remain in its possession, and the 
State governments should enter upon a policy of acquiring 
land for the purT)ose of extensive tree-culture.* 

Closely connected with the question of forestry, and allied 
to it so far as social Considerations are concerned, is the 
problem of irrigation. Many countries have no problem of 

* At all e^^ents a tax ought not to be imposed on the import of lurn' 
her from other countries, thus encouraging the destruction of such 
forests as we have. 
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this sort, the 'ordinary rainfall being adequate for agricultural 
purposes. In other countries irrigation has existed for so 
long a series of years that riparian rights constitute a per- 
manent elenicnt in the valuation of landed property. The 
question, therefore, will be discussed in view of the conditions 
as they exist in the United States. It is estimated that there 
are seventy-four millions of acres of land that might be re- 
claimed for cultivation by means of an adequate, system of 
irrigation.* Already certain corporations, notably the in- 
suraiKC companies, have invested capital with a view to meet- 
ing this demand. In so doing, however, tliey seize upon the 
most generous sources of supply. The canals thus con- 
structed do not form a part of a general comprehensive system 
of irrigation, nor are they administered with a view to the 
highest industrial development. Already many difficulties 
have arisen between users of water and the corporations 
wliich own the water-supply. Laws have been passed regu- 
lating the price of water, and the courts have sustained these 
laws on the ground that irrigation companies are common 
carriers. A set of cases, for the most part nnknovvn to the 
American courts, have arisen in connection with the private 
ownership of water-supply, and one who is familiar with the 
development of the law of riparian riglits must recognise the 
difficulty of the problem which concerns this country in case 
the western territory is developed through private ownership 
of irrigating canals. In view, therefore, of the fact that a 
very considerable portion of the territory which needs irriga- 
tion will be left destitute of a vvater-su])ply if the business of 
renderings this supply is intrusted to corporations, and in view 
of the further fact tliat wherever private supply through cor- 
porations has been tried very seri(ms difficulties have arisen 
ns to the rights of consumers to the use of tlie water, it must 
l)e admitted that a strong argument is presented in favour of 
public ownership of ditches and canals. If such ownership 
he decided upon, it follows, in view of the conditions under 
which the industry is carried on, that the irrigation system 
will be made a part of the fiscal system of the State. 

(2) Shall Government Lease its Domain for Cultivation ? 
— Any discussion which involves the relative merits of sys- 

* This is the latest estimate of Mr. Newell, hylrographer of tho 
United States Geological S\irvcy. » 
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terns of land tenure must proceed along broader lines than lie 
strictly within the consideration of the financier. Among the 
marks of a good revenue system is its adaptation to the per- 
manent trend of opinion upon social and industrial questions. 
If the public be convinced that a system of tenant-farming, 
in any of its various forms, is better than farmer proprietor- 
ship, it is quite easy for the public treasury to adjust itself to 
such a coiwiction, and to demand its income in the form of 
a land rental rather than in the form of a land tax. But the 
trend of pu])lic opinion for centuries has ])een in the opposite 
direction. Tlie commutation of the rentals of feudal times 
into modern taxes is generally conceded to have been an 
important step in the advance of Wesiern civilization, it being 
intimately connected with tlie rise of private property in land 
and the development of a higher technic in agriculture. 

This being the case, it may at first apj)ear unnecessary to 
consider revenue from land rentals as among the possible 
forms of public income, or to concede to this idea the courtesy 
of a discussion. Against such a conclusion, however, several 
considerations present themselves. In the first place, there 
are quite a number of governments which still hold to a sys- 
tem of public tenantry. In the second place, among the 
socialistic and semi-socialistic theories that to-day agitate the 
public mind, will be found tlie claim that land cannot justly 
be alienated by the vState. It is, in the third place, conceivable 
that the strtictnral changes wrought by four centuries of pri- 
vate ownersliip in land have brought with them the necessity 
for more direct and positive governmental influence in 
matters pertaining to agriculture than can be accomplished 
through tlie medium of taxation. And lastly, much is to be 
learned of the relation of land to the public treasury by a dis- 
cussion of the state lease system. For these reasons the 
policy of land rentals will be given a cursory examina- 
tion. 

At first glance, it seems that no two things could differ 
more widely than a society in which land is owned by the 
State and leased by the occupier, and a society in which the 
occupier is, or may become, the proprietor of the soil which 
he works; but a slight consideration shows that this dif- 
ference is not so much in the nature of the two forms of 
holding as in the terms of the .tenant’s contract. Every one 



SURFACE LANDS, 


249 


knows that flie price of land is its rental value capitalized at 
an assumed rate of interest, due allowance being made for 
social and speculative interests. It is a strong statement of 
the case, although within limits a correct one, that the occu- 
pier who owns the land is its tenant in perpetuity, while the 
occupier who rents the land is its owner until the expiration 
of the lease. 

Working into the ciuestion from this pointy of view, it 
appears tliat progress in the art of agriculture under a 
system of tenantry, so far as that de])ends upon the care and 
thrift of the occupier, will approximate the results that are 
observed to follow when the farmer is also proprietor, in pro- 
portion to tlie length of the lease and the liberality of the 
contract. It is, therefore, conceivable (the probabilities of 
the case are not here brought into (juestion) lliat as good 
technical results may be shown under a system of tenantry 
with long lease as under a system of free holding. It further 
api)ears from this coni[)anson that the rent paid by a tenant 
to the State a])i)roximates a tax in proportion to the length 
of the lease. Under a system of annual lease the payment 
for land will be determined by competition and will equal the 
full economic rent. That is to say, the government will take 
the total of the “ excess profit ’’ arising from the industry of 
farming, leaving to the farmer his wages as a labourer, and 
the interest on improvements, provided they represent an 
investment of his ca|)ital. The government might, it is true, 
leave a portion of this pure rent in the liands of the tenant 
and in this manner create a system of rent-sharing between 
itself and the tenant. According- to modern fiscal tlieories 
by which the revenue of the State is determined according to 
public necessities, tin’s must be the case, since the payment 
by the farmer of the full economic rent to the State would 
result in his paying a relatively higher amount than would 
be paid by tliose engaged in commerce or manufacture. The 
form which this concession to equality would probably assume 
would be the substitution of a time lease for an annual rental. 
It thus becomes apparent that, in case fiscal rather than com- 
mercial principles determine the amount of payment, no essen- 
tial difference exists between a land tax and a land rent; and 
the substitution of a system of tenantry for a system of free- 
holders, provided the tenaijt’s lease is recognised as nego- 
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liable property, would involve no very radical change as com- 
pared with the present system of farmer proprietorship. 

What, then, it may be asked, are the considerations urged 
by those who favour a rental of public lands. These con- 
siderations are not very coherent, nor do all of them pertain 
directly to the Science of Finance; but it may be well to 
pass them in rapid review. 

In the first place, (juite a number of detached suggestions 
present themselves which rest upon the assumption that better 
general and technical results would follow should the industry 
of agriculture be placed under the direction of government 
than if left to develop at the hands of a large number of in- 
dependent owners. It is urged, for example, tliat under a 
tenant system the contract for occupancy might l^e so drawn 
as to check undue morselization of land. A further illustra- 
tion is found in the suggestion that the State as a landholder 
would be in a position to introduce scientific methods of 
farming, and to so direct the cropping of land that the su])ply 
of agricultural products would meet a statistically determined 
demand. 

These are both interesting suggestions and typical of 
others of the same sort that might be made. They bring into 
contrast the relative merits of two theories of social progress, 
the one of which calls upon the State to exercise direction 
in industrial affairs, while the other finds in tlie survival of 
the most successful among many experiments the surest path 
to technical progress. One who cfitertains the latter view 
cannot doubt respecting the superiority of the system of agri- 
culture as it exists in the main in the United States. Under 
no other condition except that of ownership of the soil by him 
who works it can the spirit of venture and invention be 
brouglit to bear upon the industry of agriculture. As has 
been already suggested, this business embraces too many 
details to flourish under tlie inihience of administrative advice. 
There is, for example, no determinable size for a profitable 
farm. This varies with the crops to be cultivated and the 
means of cultivation. It would be much wiser to remove the 
.social or political influences which lead to excessive subdivi- 
sions of land, than to enter upon an official analysis of details 
for determining the normal size of a holding. 

So far as the second of the above suggestions is concerned, 
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one may inVjuire if it is necessary for the State to assert its 
ownership in the land in order to bring to bear upon agriculture 
the results of scientific investigation. Education, technical as 
well as general, is among the recognised governmental func- 
tions, and it is probable that an agricultural system which rests 
upon the intelligence of a large number of freeholders will 
realize the suggestions of scientists for the improvement in 
agricultural methods as rapidly as may be warranted under the 
circumstances, 'fhe experience of this country in the develop- 
ment of tlie agricultural industry, while by no means above 
criticism, nevertlicless furnishes ample proof of the advantages 
of ])rivate ownership of land. Nor is it necessary, in order to 
bring the innuence of the State, and through the State the 
influence of social interests, to bear upon agriculture, that 
freeholders sliould l)e supplanted by leaseholders. This ques- 
tion is a part of the comprehensive question of social organi- 
zation, and the answer which is here given to it implies confi- 
dence in tlie principle of voluntary association and a distrust 
of the principle of coercive association. 

A second consideration urged in favour of a system of 
public tenantry is found in tlie suggestion of those who as- 
sume that ultimately land must come under some form of 
communal ownership, while and at the same time they recog- 
nize the importance of ])rivate ownership in the present stage 
of industrial development. In order to harmonize these two 
interests it is proposed that all states wliich have the disposal 
of large tracts of uncultivated lands sliould grant them in lease 
for ninety-nine years, but not in fee simple. This suggestion, 
it will be observed, is neitlier general in its character nor does 
it involve any fundamental principle. It is of slight impor- 
tance to European peoples and is presented as a suggestion 
worthy the consideration of those countries only where wild 
lands are being l)ronght under cultivation. The object of tliis 
propixsal is to avert strife when the time shall have arrived 
for making lands communal property. For tlic time being, 
it will be observed, all the advantages of private ownership 
are to be realized. The plan does not contemplate the exer- 
cise of any direction by the State over agriculture on account 
of the fact that the title granted the occupier is a lease and 
not a deed. A discussion of this suggestion rests of course 
upon its fundamental assupiption, that all land must ulti- 
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mately become public property; and, until there* is a general 
sentiment in the community favouring this way of thinking, 
it is unnecessary for the practical financier to consider the 
suggestion. 

The third suggestion in favour of leasing rather than sell- 
ing tlie public domain presents itself as part of a general 
financial system. All governments must prepare for financial 
exigencies, ^nd it is claimed that a retention of a considerable 
portion of the public domain would secure the means of 
making headway against an unusual demand for money in 
time of exigency. This might be done in either of two ways: 
the lands might be sold, or they might be used as security 
in the borrowing of money. The question thus raised as to 
the best means of providing against a fiscal exigency is 
one which will receive consideration in the discussion of 
Public Credit. If it be necessary, in order to provide against 
fiscal emergencies, that the State should retain proprietor- 
ship over a considerable portion of agricultural lands, the 
argument in favour of the tenant system of agriculUire is a 
strong one ; but a moment’s consideration will make it clear 
that the proposal is wholly inadequate to the end in view, lii 
the first place, it is altogether unlikely that the land could 
be sold under conditions of fiscal emergency such as are 
assumed. Suppose, for example, that there arises an unusual 
demand for public revenue on account of war. Is it not cer- 
tain that the disturbance of industrial conditions incident to 
war will preclude the possibility of sale except to those who 
might invest for the purpose of speculation ? This means 
that the lands will be disposed of at low prices, and that the 
purchasers will be, in all probability, the most undesirable 
of all purchasers. In this connection, too, it should be re- 
membered that, in order to make of this suggestion a per- 
manent policy, the government would be obliged to repurchase 
lands when the exigency shall have passed. This policy, there- 
fore, forces a sale when prices must necessarily be low and 
forces purchase when prices will probably be high. 

It may, however, be urged that money to meet a fiscal 
exigency may be raised by a mortgage upon the land. This, 
it is true, avoids the criticism involved in the proposal 
of sale, but it overlooks the fact that a public bond 
issued by a sovereign State ps worth no more in the 
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form of a mortgage than as a mere promise to pay. No 
tribunal can force the foreclosure of such a bond in case 
of default. This being the case, the price of a government 
bond will be higher if it rests on the general property of 
all industries than if based upon a particular property incident 
to a particular industry. A government which enjoys public 
credit so as to enable it to borrow money at all will find itself 
at a disadvantage if it encumber its loan policy with land 
mortgages. It therefore follows, whether one considers the 
sale of agricultural lands held under lease, or their mortgage 
as security for money borrowed, that the argument in favour 
of the retention l)y government of cultivated lauds is incon- 
clusive. Tlie retention of land as a fund of value to be used 
in case of fiscal emergency does in a very incompetent manner 
what may be more easily and cheaply accomplished by the 
direct use of i)iiblic credit. 

One word furtlier may be added respecting the general 
l)olicy of leasing public lands. It is an exceedingly dangerous 
policy. A government which is sufficiently strong to ad- 
minister wisely the details arising in connection with a system 
of land tenure will be tempted to exercise that power in a 
tyrannous maimer. (.)n the other hand, a popular or demo- 
cratic government, which is tlie oidy one that could with 
safety to the lilxu’ty of its citizens be intrusted with the exer- 
cise of a landlord’s rights, is not strong enough to administer 
those rights efficiently and in harmony with a systematic 
plan. There is something incongruous in the idea of 
establishing the relation of landlord and tenant between a 
government and its citizens where th^. citizens arc the govern- 
ment. A comi)lete analysis of the (jiiestion would disclose 
the. fact that ])rivatc property in land is one of the essential 
conditions for the satisfactory working of popular govern- 
ment, This is final against the lease system, except the leases 
be drawn for so long a period, and in such liberal terms, as 
practically to amount to ownership in fee sim[)le. 

Reference should be made in this connection to what is 
popularly known as the ‘‘ single tax theory, wliich from one 
point of view may be classed as a proposition to replace the 
system of free holdings by the tenant system. This plan 
inoposes to substitute for all forms of public income an annual 
payment equal to the full rental value of the land. The title 
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in the land will not on this account be disturbed,' although all 
income arising from the land in excess of labourers’ wages 
and interest on improvements, that is to say, the proprietor’s 
income, will be transferred to the State. Under such condi- 
tions no motive to owr land exists, except such as arises in 
connection with occupancy, and the justification for classing 
this project as a proposition to create a tenant system witli 
the State as a landlord is found in the fact that tlie amount 
which the land pays to the government would l)e determined 
by the competition for occupancy and not according to an 
estimate of public needs. 

If the “ single tax ” theory be a project for creating State 
tenants in disguise, it should be judged on the basis of tlie 
broad (piestion of public versus private ownership of land. 
Its acceptance would be the reversal of eight centuries of the 
history of the l^nglish-speaking people. This is as far as it 
is necessary to consider the single tax ” theory in this con- 
nection.* 

(3) Shall Govcninienf Dispose of its Domain by Sale ? — 
It is not necessary to discuss this question at length. Tlie 
considerations urged against direct farming by the State and 
against a system of tenantry are considerations in favour of 
a system of ovvnersliip by the occupiers of land. The con- 
clusion that the i^tate should dispose of its domain to 
citizens, witli the exceptions cited above of forestry, irriga- 
tion, and other like public services, carries with it the idea 
that landed property should be made a source of derivative 
rather than of direct revenue; that is to say, it should be 
recognised in formulating a scheme of taxation. The furtlicr 
discussion, therefore, of the position occiqiied by agricultural 
lands in the general fiscal system will l)c postponed until we 
come to consider the general principles of taxation. Our 
conclusion at this point is that the revenue from real ])roperty 
should be in the form of a tax and not in the form of a price 
or a rent. 

* The chief argument urged by the single-taxer has nothing to do 
with finance. It is supposed to be the means of annihilating poverty. 
Its advocates form themselves into “anti-poverty societies.” It 
assumes that the unearned increment pertains exclusively to landed 
property, and that the single tax on land would create “ free land.” 
This part of the argument is considered in connection with the discus- 
sion of land ta.xes. ^ 66, ( 2 ). 
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42. Land 'Policy of the United States, — It may bo iii' 
teresting in this connection to sketch briefly the laud policy 
of the United States. At the close of the Revolutionary War 
a serious embarrassment to the establishment of a central 
government was found in the conllicting claims of the newly 
created States to the lands ceded by the Treaty oi Uhent. 
The original grants to the colonies were made at a time wiien 
little was known of the extent of tlie Nortli AriKpacan con- 
tinent, and it is not strange, in view of the loose language of 
those grants, that the same tracts should liave liceii clainicd 
by two or more States.* Moreover, some of tlie colonies 
held title to large tracts of land, while the holdings of others 
were small and explicitly defined. Maryland, for example, 
liad no claim upon lands west of the Alleghenies. After con- 
siderable discussion it became evident that no just settlement 
of boundaries was possible, and, inasmuch as all liad con- 
tributed in blood and treasure to securing the cession from 
Great Dritain, the 'opinion finally prevailed that, in order to 
perpetuate the Union, it was essential that each colony siiould 
grant to the central government such rights as it might ludd 
ill Western lands. Omitting mention of minor excci)tions, this 
was ultimately accomplished, and in this manner the Io.Hicral 
Government came into possession of an immense domain. 

To the lands thus ceded by England were added tlie 
Louisiana Piircliase in 1803, the Spanish cession in oSuy the 
annexation of Texas in 1845,! Mexican rurchase in 

1848, tlie Gadsden Purchase in 1853, and tlie Ivussian cession 
in 1867.:}: This gave to the United States an area of 2,970,000 ^ 
square miles of territory. The title t)f the Inxleral Gfivern- 
ment has never been questioned, and the title of the individual 
or the corporation holding from the Federal Government is 
superior to attack. 

(t) The Orii^inal Idea Respectin<^ Land. — The first idea held 
l-gv American statesmen respecting the public lands was tliat 
they should be made the basis of public financiering. Being 

* Cf. Marvhind' s hiiiuejice upon Land Cessions to the Unit rd States , by 
Dr. K. le Adrirns, ]ohns Hopkins University Studies in Historical and 
Political .Science, .Scries, Nn. i. 

\ Texas did not cede her lands to the Federal Government. 

f For map .showing ce.ssions cf. Johnston’s History oj the United 
States, p, 166. 

§ Exclusive of Alaska, which ha£» 531,000 square miles. 
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a joint inheritance to all the people, it seemed proper that 
they shonld be used as a fund of wealth for the advantage of 
the people. It was expected that taxes would be less by vir- 
tue of this property. Ample evidejice supporting this state- 
ment may be found in the expressions of the time, and in the 
writings, the speeches, and the proposals of early statesmen. 
In 1790 Alexander Hamilton wrote as follows to the House 
of Representatives in response to the request for a plan for 
the disposal of the public lands: “ That in the formation of the 
plans for the disj)osal of the vacant land of the United States 
there appear to be two leading objects of consideration: one, 
the facility of advantageous sales according to the proper 
course of purchases; the other, the accommodation of indi- 
viduals now inhabiting the western country, or who may here- 
after migrate thither. The fortner, as an operation of finance, 
claims primary attention ; the latter is important as it relates 
to the satisfaction of the inhabitants of the western country.” 
That public lands were used in the satisfaction of public ob- 
ligations is shown by the fact that settlements with the army 
were in part effected by means of land-script, and in 1795 it 
was provided by law that the net proceeds of the sales of land 
should constitute a portion of the sinking fund for the re- 
demption of the public debt. The financial character of the 
western lands policy is further suggested by the terms of sale, 
which were such as to induce the purchase of large tracts of 
land by land companies rather tlian the purchase of small 
tracts by actual settlers. The original price was two 
dollars an acre, which might be paid by instalments. Mdie 
result of this policy was to encourage land speculation ; it did 
not, however, succeed in securing any considerable funds for 
the public treasury, and the practice of granting credits 
brought with it confusion in public accounts and serious loss 
to the public treasury. The idea that the public lands could 
in a direct manner be made the basis of a financial ])olicy,, 
because a source of considerable revenue, was gradually aban- 
doned, and by 1820 it was succeeded by what may be termed 
the second and permanent policy respecting public lands, 

(2) Use of Land for Developnient of the Nation . — ^The idea 
which has controlled the administration of the Land De- 


* Letter of July 20, T790. 
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partment of tlie United States since 1S20 seems to have been 
that the public domains should be placed in the hands of the 
occupier in allotments appropriate for cultivation. In this 
manner it was thought to encourage the agricultural industry 
and to lead to the development of national improvements. 
Sale for credit was abandoned, and the price was reduced to 
one dollar and a quarter an acre. The policy of preemption, 
also, had by 1830 taken definite shape. Preemption may be 
defined as a “ premium in favour of a consideration for mak- 
ing ])ernianent settlements and a Iioine.'’ d'he idea that the 
land belonged to the people and should he reserved for the 
occupier l)ecame stronger as the years went by. In 1852 it 
was reccygnised as one of the political questions of the day, 
and the h'ree-soil Democracy placed the following plank in 
its platform: 'Fhat the public lands of the United States 
belong to the people and should not be sold to individuals 
nor granted to corpoicttions, but should l)e held as a sacred 
trust for the benefit of the people, and should be granted in 
limited (|u:.iritilies free of c«)st to the landless settlers. ” 

Congress never went so far as to atteinpi tlie extreme 
realization of this general policy, lh.it: when one considers 
tlic many ways by which land could lie secured — by tlie 
Homestead Act, the Trce-elaim Act. and other Acts of the 
same sort — it must be recognised that iov a series of years 
land waas practically free to tb.e settler. 'I be idea of land as 
a basis of fiscal ojicraiitins thus gave place to the idea that 
land was the l)asis of industrial development. The amount 
of money which the government has seenia'd from the sale 
of its public lands lias been \ erv sifiall as coinj)ared w'itli its 
total exiiendituves. dims the aggregate income of tlie 
Federal Goverijirent dtiring the first eeiUnrv of its life w'as 
$n ,684,208,247, wdiile the aggregate income from the sale 
of puldic lands during the same period weas $276,476,106, or 
less than two and one-half per cent of the total. 

(3) Use of Land for Educational and Railioay Grants . — * 
While it is true that the land policy of the United States since 
1820 has been shaped almost entirely by the interests of the 
settlers, it is also true that this great property has been used 
as a fund for the encouragement of education and tlie develop- 
ment of commerce. By tlie ordinance of 1775 it was pro- 
vided that section number ^iixteen of each township should 
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be reserved for the support of schools, that is to say, 640 acres 
out of every township, or an amount of land equal to one 
thirty-sixth of the entire area. This provision was reenacted 
in 1787 and has continued in force from that time to the 
present. Since 1848 section number thirty-six was also 
granted for public-school purposes, making 1280 acres (jut 
of each township, or one-eighteenth of the aggregate area 
devoted to this purpose. 

In 1787 jM'ovision was made also for university education 
by granting to each State an amount of land not less than two 
townships. It is u])on this grant that the State universities 
of the Western States rest; and although in many cases the 
land has been dissipated by unwise administration, it never- 
theless remains true that this provision is responsible for tlie 
establishment and, in large measure, for the perpetuation and 
success of university public education. In 1866 what is 
known as the Morrill Bill was passed for the establishment of 
agricultural and industrial education. By this Act an amount 
of land was granted to each State ecpial to 30,(.xx.:> acres for 
each senator and representative. It is upon the basis of this 
law that the agricultural colleges rest. The amount of land 
granted for common-school purposes has l)een 67,893,919 
acres. The amount of land granted by the Federal Govern- 
ment for the support of vState universities has been 1,165,520 
acres, for agricultural colleges 9,600, (XK) acres. This is one 
way in which tlie Federal Government has performed its trust 
of administrating the fund of wealth ceded to it by the original 
States.* 

Public lands have also been freely used for the encourage- 
ment of inland transportation. During the period in which 
the State governments were endeavouring to provide canals 
and railways, many bills were introduced into Congress for 
the transfer of the proceeds of the public lands to the several 
States; but with the failure of this experiment, and the con- 
sequent rise of private corporations, this thought seems to 
have been dropped from view. The assistance rendered by 
the Federal Government in the development of means of trans- 
portation has been through the granting of public lands to 

* These figures do not include grants since 1880. The statement is 
arrested with that year in order to enable a comparison between 
educational grant* and grants made tjO corporations. 
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private corporations.* The anionnt of land appropriated for 
eanals has been 4424,073 acres ; the amount appropriated for 
wa^^on-roads has lieen 1,301,040 acres; and the amount 
granted for railroads has been 2i5,OfX),ooo acres. This docs 
not mean that these amounts have been actually transferred 
with a clear title to individuals and corporations, since in 
most cases grants were made upon condition that the im- 
|)rovemcnt in question should be completed within a certain 
specified time. The policy of making grants for railways was 
discontinued in 1880, since which time the idea that public 
domains should l)e reserved for settlement may be accepted 
as the established land policy of the United States. 

The manner in which grants were made to canals and rail- 
ways shows that the government did not lose sight entirely 
of its own fiscal interest in the public domain. Almost 
universally the practice has been followcnl of granting alter- 
nate sections for a given distance on either side of the public 
highway, I'he first important j:frant for railroads was hy the 
Act of vSeptember 20, 1850, which gave to the State of Illinois 
alternate sections of land for six sections in width on either 
side of the road or its branches. f The third section of this 
Act provided that the lands of the United States within the 
grant limits should not be sold for less than $2.50 an acre, 
tlie ol)iect of this provision being that the government might 
recoup itself for the lands granted by the increased value of 
the lands which it retained. J 

111 concluding this brief sketch of the land policy of the 
United States it may be remarked tha,t the original policy was 
one which could not, from the nature of the case, succeed. 

* No distinction is here made between grants which went fo States 
in trust for private corporations and grants which were made directly to 
Such corporations, 

f The most important railroad constructed under this Act was the 
Illinois Central, which was incorporated by an Act of the l.cgislaturc of 
Illinois, February 10, 1851. The fifteenth section of this Act gave land 
Ceded to the State for railroad purposes to this company, the governor 
of the State being authorized to make a deed or fee therefor to the 
corporation. 

t A complete statement of the land grants for railroads may be 
found in chapter 20 of IJistorv of Puldic Lands in the United States^ 
published as Executive Document^ 47, Part IV, Forty-sixth Congress, 
3 d Session. 
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Land does not l)ecorne a source of revenue until it is brought 
under cultivation. Tt has no value and can give rise to no 
proceeds until it is demanded for occupation. A speculator’s 
money makes jioor i)iiblic income. Even from tlie point of 
view of hscal advantage, to the State the policy of sale at low 
prices to actual settlers is capable of defence. This is the 
policy which has resulted in the creation of that immense 
property now the basis of taxation. Out of the aggregate 
value of tangible pro])erty in the United States in 1890, which 
according to the l.vuited States Census estimate amounted to 
$65,037,o()i,r<)7, real estate with the improvements thereon 
amounted to $39,544,544,333, and the valuation of railroads 
and e(|uipment, including $389,357,289 for street railways, is 
given as $8,685,407.323.-‘' Tliis value is the result of a cen- 
tury of i,ndi]strial progress. Without the land to serve as a 
basis of industry it would have been impossible; without the 
land policy it would have been delayed. There is no way of 
making land a source of pul)lic income, so (juickly as by its 
sale for actual settlement, 'rhe fact that tlie i‘e(leral Govei'n- 
ment which <)\vns the lands does not use tliem as the basis for 
its fiscal system, but grants tliis source of revenue to the States 
and minor civil divisions, is no consideration against tlie po- 
licy a(l(.)])ted. To urge tliis would he It;) take a contraete^l 
view of tile situation, d'he goverrmient of tliese Ihiited .Slates 
includes the .^tale and locaal g'wenmients as well as the 
Federal Covernment, and the succ'essful adjuslnient of the 
finances of the State and local civil dixisions is of as great 
importance to the heder«il Covernment as to the lot:al govern- 
ments tliemselves. Tlie land came originally from the .States; 
it has been returned to the States by the jiolicy w-hich the 
Federal Covernment has adopted. It is cpiitc possible that 
the grants for puldic improvements w'cre at one time made in 
too reckless a manner, but when one a])[)reciatcs tliat tlie 
problem that presented itself to Congress during the first 
century of the nation’s life was the settlement and cultivation 
of a vast area of wild lands, tlie use which has been made of 
the public domain cannot be severely criticised. It at least 
has the merit of having brought about tlie desired result. 

* Eleventh Census of the United States, volume on Valuation and 
Taxation, beini? .Part II of Wealih^^Drll and 7'axation, 
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Choice of Industries for Purlic Administration. 

Si’ECiAL Consideration ok Pubijc Indus pries 

(1) Industries Undertaken I*rimarily for Revenue, 

(2) Industries in which Revenue is Incidental. 

(3) Industries Undertaken Primarily for Service, 

Theory ok Charoes for Pculic Industries. 

(1) Rule for Revenue-bearing Industries. 

(2) Rule for Industries bearing an Incidental Revenue, 

a. The Post-oflicc. 

Territorial Railways. 

Municipal Railways. 

(3) Rule for Industries Undertaken for Service. 

In considering public industries in their relation to public 
finances we shall confine ourstdves to those practical (jues- 
tions that arise when tlie sulijcci presents itself to the fnan- 
cier. Tlie first, and perhaps tlie most important, of these 
questions pertains to the clioicc of an industry when a govern- 
ment assumes the role of an industrial capitalist or of a busi- 
ness undertaker. 

43. Choice of Industries for Public Administration, — - 

Assuming revenue to be the object held in view, the indus- 
try naturally selected for fnihlic administration slunild be 
simple in its organization, and the commodity or service re- 
sulting from it should be such as is commonly regarded as a 
fit subject of taxation. It is somewhat difTicult to discover 
industries that meet equally well these requirements. The 
mining of salt as it is carried on in Saxony is ])crhaps as 
good an illustration of a public industry of this class as can 
be obtained, although these salt-mines are in fact a part of the 
public domain, and the propriety of imposing any considerable 

♦ 261 
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payment upon the consumers of salt is perhaps open to ques- 
tion. Tobacco, spirits, and malt liquors are universally re- 
garded as fit subjects for heavy payments. Their growth 
and manufacture, however, are not sufficiently simple to meet 
perfectly the requirements of a public business. It may be 
claimed, also, that these commodities, regarded as articles of 
consumption, address themselves to the tastes of those who 
purchase them, and should on this account admit of variety 
and of high specialization of peculiar qualities. This can 
only come as the result of experiment and venture, and on 
this account, unless it be assumed that the consumption of 
these commodities is in every way to be discouraged, the 
manufacture (-)f toliacco, sjiirils, and malt liquors may be 
more properly left to private undertaking. Or, if this be too 
strong a conclusion, it at least is true that tlie superiority of 
public manufacture of these commodities from the point of 
view 01 revenue must be so marked as to set aside objections 
from the point of view of manufacture. 

Tlie financier is not at liberty, liovvever, to determine the 
question of public industry solely as a question of pul)lic 
revenue. There are many industries which if left to pri- 
vate enterprise would become the occasion of serious social 
and commercial evils, and it is manifestly pro])er that the 
thought of exercising a beneficial control over industries of 
an evil trend should I.)e held in mind by the government when- 
ever it considers the general question of public undertaking. 
Mention of a few industries of this class will show clearly the 
point in mind. 

I'he business of coining money used in trade and com- 
merce, whiile not universally a |)ublic industry, is at present 
generally recognise<l as properly assigned to the State. There 
is no other agency capable of securing to the commercial 
world a uniform standard of value. Moreover, a sound 
monetary system requires efficient regulations for the pre- 
vention of counterfeiting, a task which pertains naturally to 
the police. Originally a seigniorage, or toll, was charged for 
coinage, but at present it is the common practice of com- 
mercial states to render tliis service without special compen- 
sation, The service is acknowledged to be a governmental 
rather than a special service, and is mentioned in this connec- 
tion as suggesting an industry asaurned by the State l)ecausc of 
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the evils which would inevitably result from its consignment 
to private control. For analogous reasons the issue of paper 
money is also universally recognised as a prerogative of the 
State, although in this case it is a very common practice 
for governments to avail themselves of the agency of private 
corporations. Where money is directly issued by government, 
as, for example, in the case of the three Inmdred and forty-six 
rnihions of treasury notes now outstanding in ^thc United 
States, the government receives the profit wliich accrues to 
the business of issuing notes. On the other hand, where 
banking institutions are made the agency for the issues of 
paper money the revenue derived by the State must come in 
the form of a tax on the basis of note circulation. In either 
case, however, the function of issuing notes to be used as 
money is acknowledged as a governmental function because 
of the evils that would follow its assignment to private control. 

Of more significance to the question under discussion are 
those industries wliich tend naturally toward monopoly. The 
financier must of course rely upon the analysis of the econo- 
mist for determining what jiarticular lines of business are 
included in this category, and the reply of economic analysis 
to this question is that industries which are extensive in 
character — that is to say, which arc suliject to the “ law of 
increasing returns ’’ — tend inevitably to monopolistic condi- 
tions. While this fact is not final in favour of public owner- 
ship and government administration, it docs indicate the di- 
rection in which government should move in case it is 
regarded as wise policy to increase its direct revenue. The 
standard illustration of a business sulijcct to the law of in- 
creasing returns is the business of transportation. Hie rail- 
way industry, for example, depends for success upon, density 
of traffic rather than upon attention to details. Its expenses 
of operation do not increase proportionally with volume of 
traffic. For these reasons, as would be shown by a careful 
analysis of the situation, the railway industry takes upon itself 
the character of a monopoly, and would, on this account, be- 
come the source of serious social, industrial, and political evils 
if left to its normal development. Assuming that these evils 
would be set aside through government ownership and ad- 
ministration, and, further, that other evils of a different sort 
would not be introduced byHho change, an argument can be 
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easily framed, quite independently of financial considerations, 
in favour of a system of State railways. A similar line of 
argument, also, may be presented in connection with the 
business of transmitting news by telegraph, with the 
express business and others of like nature. Analogous 
arguments, also, though somewhat different in their state- 
ment on account of the different social and political con- 
ditions of the services in question, might be made with re- 
gard to municipal railways, lighting companies, and water 
companies. These arc all, for one cause or another, of a 
monopolistic character. The public enjoys no guarantee of 
fair treatment on account of any c()ni|)etition that can affect 
them. This of itself is ackajuate justification for some sort of 
supervision by tlie State, and may be urged as a reason 
for the assumption of these businesses by the appropriate 
grade of government. 

Mention of industries that may be selected by the State as 
a source of revenue, largely on account of the evils wliich spring 
from their private management, would not be complete without 
reference to the manufacture and sale of spirituous aud malt 
liquors. Assuming it to be capable of proof that the liquor 
problem could be solved along the line of the Gothenburg 
System,” * few would deny the appropriateness of extending 
the functions of municipal government to at least the sale of 
intoxicants. Whether or not this would increase the revenue 
to the government alcove what is now derived from this busi- 
ness in tlic form of special taxes and licenses may, however, 
be doubted. Indeed, it is the object of this |)lan for solving 
the ])roblcm to decrease the industry rather than to increase 
the revenue, and the financial interests arc of such relatively 
sliglit account in the discussion of the ])rol)leni that the (jiies- 
tion will not claim our further attention in this treatise, 

Anotlicr reason besides tlic one given above why indus- 
tries subject to the law of increasing returns are well adapted 
to governmental administration is found in the fact that such 
industries are capable of a high degree of organization, and 
of control througli general rules and comprehensive prin- 
ciples. Their administration is analogous to the adminis- 
tration of a military establishment, in which authority is 
Centralized and orders are executed without question by sub- 
* Cf. treatise by Dr.*E. R. L. Gould. 
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ordinate officials. Such an industry is free from confusing 
details, so far as tlie rank and fde of officers and einployt^s are 
concerned. Moreover, the questions that present themselves 
to the administration are not peculiar to the conditions under 
which they arise, and on this account the answers to such 
questions will not be restricted in their application. On the 
contrary, it is likely that the decisions of sucli (questions will 
be of such a sort that they can be proniulgated in the form of 
general rules, and that the principles underlying them may i>e 
used as precedents for subsecjuent decisions. J o put this in 
another way, the administrati<.)n of industries which, for the 
reasons given, tend towards monopoly will naturally crystal 
lize itself into a body of rules, and on this account the extent 
of the organization or the magnitude of the operations will 
he no barrier to success. If, now, to these considerations 
there be added the fact that development in technic rests 
upon scientific attainment it is evident that we have rliscovercd 
a class of business undertakings that adapts itself readily to 
the limitations of the ])oIitical organization. 

It is further desirable that the Imsiuess selected for govern- 
ment ownership and administration should hold some peculiar 
and direct relation to the life and development of society. It 
should pertain to the social utilities or to tlic collective in- 
terests of the people rather than to tlic appetites and ambitions 
of the individual. It is admitted that these phrases are some- 
what loose and indefinite, but the point is that the business 
to which the State can with tlignity and pro|)riety address 
itself must be able to trace its results. to the civilizing process 
at* the time going on. It must pertain to the conditions 
under which people live rather than to the process of making 
a living. One or two illustrations will make this point clear. 

The post-office, by which provision is made for the trans- 
mission of news and for private eommunicatioti, is one of the 
essential conditions of a highly organized society, a fact that 
receives ain])lc proof by glancing at the following table, which 
shows the use made of postal facilities by the peoples of a 
few selected nations. The data are presented upon the au- 
thority of von Neuniann-Spallart in Ucbcrschriltcn der 
Weliivirtschafi for tS8o, and altlnnigli the figures pertain to 
a date some time past the comparison which they present is 
still pertinent. '* 



266 


REVENUE FROM PUBLIC INDUSTRIES. 


TABLE SHOWING USE MADE OE POSTAL FACILITIES BY THE 
PEOPr.ES NAMED. 


Country. 

Letteis per 
Inhabitant. 

Erin ted Matter 
per Inhabitant. 

Great Britain i 

37*2 

21.0 

France 

14.1 

15.4 

German V 

15-9 

12.8 

Italy 

7-S 

6.1 

Spain 

4-3 

2.3 

Russia 

1-5 

1. 1 

The United States 

24*5 

23.1 

(Canada . . . . . . , . . . . . . . 

1.1. c 

a. 2 

Chile 

2.3 

4. • 

2.4 

Brazil 

1.6 


Peru 

•01 

•4 

Australia 

13.6 

13.6 


Most inchistries known as municipal monopolies, such as 
water-works, lighting-w'orks, and street railways, are of the 
same class. Their social or condition-making significance in- 
vites in a peculiar manner the attention of government. It is 
not enough that serious abuses sliould be avoided in their 
management, but they should be administered in view of the 
positive social utilities which from tlieir nature they are able 
to contribute. The social function of the municipal railway, 
for example, is to overcome the social evils that result from 
congested population, which, in its turn, is one of the unfor- 
tunate characteristics of modern industrial organization. 
Equally significant are the social services bound up in muni- 
cipal lighting and water-supply. To give these industries 
over to private gain, or to confine public control to the exact- 
ing of a fair price for such services as the commercial inteT\‘st 
may induce a private company to render, fails to appreciate 
their social or developmental significance. Railways also are 
not oidy essential to a high state of civilization, but the pecu- 
liar means of transj)ortation which they afford is a funda- 
mental fact in determining the form of that civilization.'’ 
These suggestions are perhaps adequate to make clear what 
is meant by saying that an industry which from its nature 
is public in character is one that contributes to the social 
utilities or the collective interests of a State. 

Another mark of a public industry is that the interest 

* Cf. C. H. Cooley, 7V//r Theory of Trans poriation^ in publications of 
the American Econ<jmic Associatiort, Vol. IX. 
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involved pertains to all citizens without regard to location 
or to class, 'riiis must be the case, since, according to the 
governmental conception of constitutional peoples, no portion 
of the macliinery of tlie State should be set in motion except 
the advantages to accrue therefrom are general in cliaracter. 
In applying this thought to the conditioMs of modern states 
there emerges a distinction of great importance. Assuming 
tliat the interest involved in a business enterprise undertaken 
by the government should be as extensive as the jurisdiction 
of the government itself, it follows that many industrial func- 
tions may be assumed by a government of restricted jurisdic- 
tion, or by a State of even and uniform industrial development, 
which are forbidden to governments of more widely extended 
jurisdiction or to states of a more uneven development. The 
line of argument thus presented might justify, for example, the 
advocacy of the ownership and administration of street rail- 
ways by a municipality, while at the same time one refuses 
to advocate the ownership and administration of a general 
railway system by tlie central government. The interest of 
the nnmicii)ality for rapid, safe, and cheap transit is a compact 
interest, a fact whch does not pertain to a national govern- 
ment like that of the United States, with its broad territory 
and diverse industrial conditions. The rules for adjusting 
rates in local transit are in no sense cotnplex, since they do 
not involve in any great degree the relative claims of com- 
peting industries. The distinction thus brought to notice is 
capable of wide application, and is relied upon for the support 
of many conclusions in municipal finance which may not be 
tenable in the case of the financial system of the States on 
the one hand, or of the central government on the other. 

A further application of the principle of public financiering 
requires that the government should avoid those industries 
wliicli invite favouritism on the part of officials, or in which 
the charge of favouritism from customers will tiaturally arise. 
In England and the United States, for example, there is a 
division of banking functions; and wliile the business of 
issuing notes to be used as money is brought under the strict 
supervision of the State, the loan and discount business con- 
tinues to be a purely private affair. This must be recognised 
as a sound rule where government rests on popular suffrage, 
because the business of lendinj|^ money or of discounting com- 
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mercial paper calls for the exercise of careful 'discrimination. 
Many other applications of the principle might be referred to, 
but the above is adequate to show clearly what is meant by 
the use of the phrase in this connection. 

The conclusion of the analysis, then, is that industries 
adapted to public control from which the financier must 
select in case he deems it wnse to extend the direct revenue 
of the wState must meet the three following requirements : 
first, they must be simple in themselves and capable of adminis- 
tration by comprehensive rules; second, they must be indus- 
tries in which social evils arise as a result of unregulated private 
administration ; and third, they must involve some comprehen- 
sive social interest. There is no single business which pre- 
sents all of these marks of a public industry except that which 
has to do with the machinery of commercial exchanges. 
There is a sense in which all transportation industries, using 
that phrase in its comprehensive sense so as to include the 
machinery for transferring values as well as the means for 
transmitting news or transi)orting freight and persons, are 
from their nature public industries. 

44. Special Consideration of Public Industries. — Having 
thus gone over llie ground in a general way, it may be well 
to speak a little more specifically respecting certain of tlie pos- 
sible sources of direct revenue to the State, and in doing this 
we shall give our atteution first to those industries which are 
undertaken primarily or exclusively for the purpose of secur- 
ing revenue; second, to those which are undertaken primarily 
for the purpose of exercising control over them, but from 
which it is deemed wise at the same time to secure revenue; 
and third, to those industries which are undertaken pri- 
marily for the service wliich the Slate may thereby render 
to its citizens, but in the administration of which the thoughi 
of revenue and control may or may not be present. The 
classification upon the lines thus suggested will not be the 
same for all peoples. The use made of it in this analysis 
holds primarily in mind the social, political, and industrial 
conditions of the United States. 

(i) Industries Undertaken Primarily for Revenue . — The 
most satisfactory illustration of an industry undertaken by 
the State for a purely fiscal purpose is that of the manufac- 
ture and sale of tobacco. What is known as the tobacco 
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monopoly was established in France by Colbert in 1674, and 
has been maintained l)y all the successive governments in 
France, with the excei)tion of the govenirnents of the Revolu- 
tion and of the first empire until 1810. Many otlier states, 
among them Austria, Switzerland, and Italy, follow in this 
regard the policy of France. In Germany there is a strong 
sentiment in favour of a tobacco niono])oly, but it niay be 
doubted if it will ever lie substituted for the |)resenj, system of 
taxation. JUdore arriving at any conclusion re^^)ecting tlie 
wisdom of obtaining [)iiblic revenue in this manner it will be 
well to consider brieJiy the administration of a tohacx'o mo- 
no|;)oly, and to com])are it with the otlier methods of securing 
an income from the manufacture and sale of this commodity, 
which universally is conceded to be a ht object for lieavy pay- 
ments. 

I'he present tobacco monopoly in France was established 
and organized by an Act of December 29, 1810, and, altliough 
extended and revised by suliseijuent Acts, remains in its 
general features tlie same as when establislied. d'his ino- 
imp<.)ly extends to cultivation, manufacture, and sale, d'he 
first stc]) in working out the programme is for the [iroper 
officers to estimate tlie amount of tobacco of French growth 
wliich will he needed during the year under consideration. 
Idle monopoly is permitted to jiurchase foreign tobacc'oes 
for tlie iiurpose of mixture or of manufacture, but is obliged 
to ]>rocure not less than one -fifteenth of its supjdy of raw 
toliacco from the home-grown pia^duct. As a matter of fact 
nearly one~tliird of the toliacco consumed in loviuce is of 
liome growOli. 'Fhe amount of tobacco to lie grown is appor- 
tioned to tlie several tobacco-growing jirovinces, and any 
one who desires to cultivate this crop must give notice of his 
intention to the uiairc of the commune before the ist of March, 
and a permit will be granted for such cultivation; but the 
aggregate of these permits must not exceed the amount ap- 
portioned to the province. Flie growing crop is placed under 
careful supervision in order to make sure that no tobacco 
is taken for private use or disposed of at private sale. Fhe 
price to be paid for the crop is determined at the time the 
assignment for cultivation is made, so that the grower knows 
before he plants tlie crop the price he is to receive. For the 
collection of the crop the go!^ernment has established a suffi- 
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cient number of warehouses, so that the grovver need not 
transport his product more than twenty-five kilometres. 
Such, in brief, are the conditions under which tobacco is 
grown. 

The manufacture of tobacco is likewise a close monopoly. 
The State owns nineteen manufactories, which give employ- 
ment to sixteen or sevetiteen hundred workmen. The process 
of manufacture docs not of course differ iroin that of a privately 
administered industry. It is claimed by hTcnch writers that State 
manufacture guarantees a pure article and of good ([uality ; but 
quality is of course a matter of taste. Indeed, it is possible, the 
use of tobacco being an acapiired habit, tliat tlie taste of a people 
can be cultivated to wliatcver grade of commodity the govern- 
ment sees fit to furnish, a consideration which is commonly 
omitted wlien the h^rencli tobacco monopoly is discussed by 
American writers. The sale of tobacco is carried on by many 
agents. It may take place in the first instance at the manu- 
factories themselves, or it may he through the means of cer- 
tain intermediaries, d'hc retail dealers are named by the pre- 
fect of the commune where the sales amount to ten thousand 
francs or less, and by the Minister of Finance if tlie proceeds 
exceed ten thousand francs. 'Fhese permits to sell are ac- 
corded by preference to persons to whom the State is in some 
way indebted, as wounded soldiers or the widows and daugh- 
ters of soldiers. In this manner it gives to these persons 
suitable occupation and partially relieves the pension-rolls. 

Since the tobacco monopoly is advocated as a means of 
raising revenue, the student of finance is led to inquire what 
amount of tobacco is consumed and what amount of money 
is secured to the State from this consumption. Kaufmann 
in his treatise upon French finances gives a table which 
shows in detail the operations of this monopoly from i8ii to 
1877.* During this period the excess of receipts over ex- 
penditures amounted to 6,362,964,765 francs. At the present 
time the net proceeds range between 320, (XX), 000 and 
400,000,000 francs a year. The general expenses of manu- 
facture and sale amount to about 20 per cent of the gross 
proceeds, thus giving to the State a profit of 80 per cent upon 
sales. 

It is with some difficulty that this method of securing 

* Kaufmann, Les Finances tie la France, pp. 388-393. 
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revenue frorn^llie manufacture and sale of tobacco is com- 
pared with the policy of other countries. In England, where 
the net income from the tobacco tax amounts to between 
£9,000,000 and £10,000,000 a year, the growtli of tobacco and 
its manufacture arc strictly prohibited, and the government 
secures its revenue by imposing a duty upon its importation. 
It does not recpiire any special machinery for tlie collection 
of the tax, inasmuch as the duty on tol/acco comes to be a 
part of the general revenue system. The insular position of 
England renders enforcement of regulations relative to manu- 
facture com[)aratively easy, and so marked are the fiscal ad- 
vantages that no serious conpilaint is heard respecting the 
proltibition of growtii or manufacture within the country. 

The position of the United States with regard to this in- 
dustry is different from that of either hhigland or L'rance, 
since this country is a grower of tobacco for export. I'he 
policy adopted is to impose an excise n|)on the manufacture 
of tobacco, and to collect tliat tax from the sale of revenue 
stamps. No ])ackage can lie offered for sale without the 
attachment of such a stamj). Totli the growth of the raw 
material and its manufacture are recognised as private indus- 
tries. In addition to the stamp duty a license tax is charged 
for the privilege of ex|)osing tobaccoes for sale. The amount 
aecniing to the Federal Government on account of this tax 
is about $30,000,000 a year. The stamp duties togetlier with 
the license fees are a part of the general scheme of internal 
revenue. Besides tl]esc taxes there is imposed a customs 
duty upon imported tobaccoes. Tlie prime object of this duty 
is to act as a compensation for the extisc duty imposed Uf)on 
tobaccoes manufactured within the country. But the duty 
becomes a source of considerable revenue on account of the 
fact that other grades of tobacco than tliose of home growth 
are used hy tlie manufacturers for mixing with domestic to- 
haccoes and arc demanded by many consumers. In both 
England and the United States, tlierefore, it appears that 
there is nothing peculiar in the method of securing revenue 
from tobacco. The tobacco tax is a part of the general tax- 
ing scheme. 

Should one confine his discussion to purely fiscal con- 
^^iderations it would seem that the French method of obtain- 
ing revenue from tobacco is j-^referalile to either the English 
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or the American method ; that is to say, more .money is col- 
lected from tlie itKliistry, and a monopoly does not seem to 
impinge upon the prejudices of the people. Such a plan, 
however, would scarcely be possible in the United States; 
for, to say nothing of the broad extent of territory and sparse 
population to which the monopoly must be adjusted, tliis 
country does not possess a peasantry of such docile character 
as that of the f.alin- speaking peoples; nor does it have such 
a considerable mnn))er of dependents in whose hands the sale 
of tol)acco could be placed with economy nnd confidence. 
The controlling consideration, ht)wever, from tlie point 
of view of finance would seem to be that, for tin* Ifnited 
Stales at least, a tol^aecr) monopoly wotdd be strange to 
the established and familiar fiscal practices of tlie ])eo|)le, 
and on this account would require a separ.ite org^miza- 
lion and the drafting of unusual rules of administration. 
There are many advantages in securing reveiuie fnun tobacco 
bv nietliods followed in other branches of the revemu' s}'stem. 

Other commodities there are liesides toliai.'co which have 
been made tlie suldcct of government monopoly. Thus salt 
has been a favourite article tor monopolizraion. fn Rome 
the salt monopoly was inlrodneed during the early years of 
the rcjuiblic, although the pnrjiose of this seems to have 
been primarily to jirotect the (onisinner rather than to secure 
a reveime. One of the curious features oi the salt mo!io|)o]y 
presents itself in the practice of I'russia during tlie eigliteentli 
century. Tliere was no adequate means of preventing tlie 
purchase of foreign salt liy the eonsinner, and, in order t(j 
protect revenue, tin* gc^vernment determ incfl tlic amount of 
salt which each taxpayer onglit to consume, and at the close 
of the }'ear a fine was collected for such jiortioii of the amount 
as was shown by tlie puldie accounts not to iiave lieen pur^ 
chased."^' This “ salt conscription ” was not abolished imtft 
i8i6. Without entering into any extendefl consideration of 
this subject, it is sufficient to say that the general trend 
of fiscal reform during the nineteenth ceMtury has lieen to- 
ward the substitution of taxation of salt for the maintenance 
of a salt monopoly, except in the case of mines owned by the 
government regarded as a part of the public domain, or in 

* Each per.son was supposed to consume five pecks of salt, with two 
additional pecks for each cow. 
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the event of the abandonment of salt as a proper object of 
taxation. 

Another form of monopoly made the basis of public 
revenue by European states is the public lottery. This has 
been practised in the past even more than at the present 
time. According to Cohn, the lottery made its appearance 
as a fiscal expedient in Florence in the year 1530, and 
in 1539 Francis 1 . gave permission for the establishment of 
a lottery on condition of the payment of a bonus to the 
king. Perhaps the best organized of European lotteries is 
that of Prussia. In the estimates of the year 1889-90 the 
sum of 8,287,500 marks was set down as the probable income 
from the lotteries. The revenue accruing to the State arises 
from a deduction of 13.75 per cent from all prizes, together 
with a deduction of 2 per cent for the lottery coljectors. The 
purchasers of the tickets pay also 5 per cent as a stamp duty, 
together with a clerk’s fee. In England the lottery was 
abolished in 1826 and in France in 1836. The question is 
subject to constant discussion in Prussia, but tlius far the 
lottery system has been successfully defended.'*' The ques- 
tion whether or not a lottery should be established is not a 
fiscal question ; its decision turns upon the moral sense of 
the community respecting this species of gambling. 

It is a significant fact that so few purely fiscal monopolies 
exist at the present time. In the sixteenth century, before 
taxation was well established, it was a common practice for 
sovereigns to obtain revenue from royalties upon monopolies. 
Especially in England under Queen Elizabeth was this fiscal 
expedient resorted to. Partly on account of the manifest 
evils of exclusive privileges of all sorts, and i)artly as a result 
of the liberal philosophy of the eighteentli century. State fiscal 
monopolies, either direct or indirect, have been almost en- 
tirely abandoned, the tobacco monopoly being the only one 
of any considerable importance which has held its own. It 
is believed that this trend of events merits approval. The pre- 
sumption of modern political philosophv lies against public 
industries or legal monopolies for revenue and revenue only, 

(2) Industries in ivhich Rarnuc is Incidental— \Wh\\c it is 
true that modern peoples do not look wath favour upon public 

* For a description of the Prussian lottery cf. Cohn. 77 /^' Sdence of 

2()o, 201. ** 
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industries regarded solely as a means of procu’^ing revenue, 
it is also true that 'the budgets of modern states, and more 
especially of municipal governments, show a decided increase 
in this class of revenue. As already remarked, however, the 
industries from which this revenue accrues are such as de- 
mand the attention of government for other than fiscal 
reasons. The controlling consideration is not revenue, but 
is found rather in the social evils that follow private manage- 
ment, or in the social advantages that follow public manage- 
ment; and the argument seems to be that, inasmuch as the 
industry must be placed under some form of governmental 
control, the financier may as well take advantage of the situa- 
tion and secure from it a portion of tlie needed revenue. 

The character of the industries to which this consideration 
applies has also been determined, but it may now be added 
that, with few exceptions, these industries pertain k) the busi- 
ness of transportation. To make this statement true, how- 
ever, it is necessary to use the word transportation in a broad 
and comprehensive sense, so as to include the delivery of 
values and the transmission of intelligence as well as the 
transportation of persons, goods, commodities, or power. 
The lines of business thus embraced are the following: 

1. Transfer of values: (i) Coinage; (2) Issue of notes; 
(3) Banks of issue ; (4) Banks of exchange. 

2. Transmission of intelligence : (1) Post-office; (2) Tele- 
graph ; (3) Telei)honc. 

3. Transmission of commodities and power: (i) Irriga- 
tion and power canals; (2) Muncipal water-works; (3) Muni- 
cipal lighting companies; (4) Electric-power companies. 

4. Transportation of goods and persons: (i) Commercial 
railways; (2) Water transportation companies ; (3) Municipal 
railways; (4) Express companies. 

It is not claimed that the decision respecting the public 
administration of one of these industries carries with it a like 
decision for all the others. Transportation by water, for 
example, does not seem to be attended by the same evils 
arising on account of discriminations in rates as railway trans- 
portation. The telephone industry, so at least it has been 
claimed, is a monopoly because of the patents upon which 
it rests, and of the organization which during the continuance 
of those patents it has created; not because of its character 
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as an inckist/y. If it he true, as has been arj^ued in the courts, 
that an increase in the volume of tlic tc]cy)honc business be- 
yond a certain point necessitates a corresponding increase in 
expenses, this fact excludes the telephone industry from the 
class of industries industrially monopolistic. We must, how- 
ever, in this treatise avoid such technical discussion, and 
content ourselves with pointing out the line of analysis by 
which an industry which invites public control may be dis- 
covered. 

A further distinction also must be allowed. In the prac- 
tice of modern states some of the industries named above 
are carried on at an expense to the State, as, for example, 
the coinage of money ; for some of them the govermiient 
aims to impose such charges as will just cover operating ex- 
penses, as is the case in the United Slates with the transmis- 
sioTi of letters : while other industries tliere are from which 
the government aims to secure a net income available for . 
general expenditures, as, for example, commercial and muni- 
cipal railways. The lu-inciple according to which this line 
is drawn is not an industrial l,)ut a social principle. The 
character of the service rather than the character of the busi- 
ness determines whether it shall be freely rendered or charged 
with its own operating- expenses, or made the source of a net 
revenue. The administrative rules which give expression to 
this principle may vary from time to time, as also for different 
peoples, but the principle itself abides. The statesman must 
recognise in it the controlling consideration in formulating 
a policy for the administration of public industries. 

A third generalization may be submitted in this connec- 
tion. A business which, from its industrial character, or in 
view of the social services which it reiulers. might perhaps 
be intrusted to private administratioTi, may be brought under 
the administration of the State by virtue of the relation which 
it holds to other industries. It is natural, for example, that 
the transmission of intelligence by wire shonld follow the 
rule adopted by the transmission of iutelli.gcnce by letter. The 
post-office aiul the telegraph play into eadi other’s h.ands in 
such a way that tlie two businesses ought to be merged into 
one. Such at least is the opinion of the great majority of the 
nations. Another illustration of lhc same p(u‘nt is furnished by 
the relation which exists betw(»en commercial railways and the 
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express business. Where the former are under ^he manage- 
ment of the government the business of the latter is divided 
between the freight department of the railways and the post- 
office department. Where the former are owned and adminis- 
tered by private corporations the express business likewise 
is a private industry. Other illustrations might be given 
were the point a difficult one to understand. 

(3) Industries Undertaken Primarily for Service . — In this 
category there falls a considerable number of public under- 
takings, but the subject is so closely interwoven with the 
general theory of governmental functions that it can with 
difficulty be separated for purpose of financial discussion. 
The most important of these services, whether regarded from 
tlie point of view of social significance or from that of the 
amount of money whicli it demands, is that of education. In 
Michigan from 60 to 70 per cent of local taxes is for the 
support of the public schools. There is here no thought 
of a special service, and there is no effort made to assign 
the cost to the individuals who receive the benefit. Only in 
the case of students who reside outside the district taxefl for 
support of the schools is there any thought of a tuition charge. 
This at least is the general practice in the United States so 
far as common-school education is concerned. Witli the 
higher grades of education the custom is not uniform, in 
some communities a charge is made for students wlio enter 
the high schools, or, if not for all students, for such of them 
as select to follow the less frequented branches of instruction. 
Latin and Greek, for example, are sometimes made the sub- 
ject of a s[)ecial charge, on the ground that their study is a 
personal and not a general concern. The State universities, 
also, in one way or another, secure payment from the students 
who attend them, and thus relieve, in part, tlie public treasury 
from the full maintenance of this grade of education. The 
principle that runs through all this is easily determined: 
wliat is conceived to be of general interest is paid for out of 
taxes ; what is conceived to l.)e of personal interest is paid for 
by the individual; what is conceived to be of mixed interest 
is supported by contribution from both the public and the 
private purse. The discussion forces its way back to the 
character of the service ; the financial organization can easily 
adjust itself to whatever view flrevails respecting the service. 
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What we 4iave said of education is true of a considerable 
class of public undertakings, and no new principle would 
emerge as compensation for our labour were we to consider 
each of these in detail. The truth seems to be that industries 
undertaken for service possess no financial character when 
regarded from the point of view of income. If the financier 
is to have any voice respecting them it must be because 
these services are the occasion of expenditures to be met out 
of the proceeds of general taxes. As a topic for discussion 
in the theory of expenditures they are most significant, but 
they possess no independent standing in a tlieory of income. 
The revenue to which they give rise, in case any charges are 
preferred, must be justified as an exception to tlic rule that 
general services sliould be assigned for their support to the 
proceeds of general taxes. 

Certain industries undertaken for service differ in one 
particular from education, which we have accepted as in the 
main typical of this class. Reference is here had to those 
undertakings, such as forestry, that give rise to a by-product 
that may be sold; or to those, such as irrigation, that neces- 
sitate a commercial transaction in order that the service may 
be performed equitably as between citizens. In those cases 
there must be a price, and tlic question of revenue comes to 
be a matter of direct fiscal importance. The fiscal interests 
in sucli undertakings, or, better, the limitation upon the 
fiscal interest imposed by other considerations, will emerge 
as we consider the theory of public charges. 

45. Theory of Charges for Public Industries. — In discuss- 
ing this question the student must 'bear in mind that the 
charge for a public service is neither a tax nor a competitive 
price. Nor can it be regarded as a combination of a tax and 
a price. It is rather a charge made in view of the purpose 
for which the industry in question is undertaken, and must 
be determined by all those considerations that present them- 
selves under the phrase “ public utility.'' So divergent are 
the conditions under which industries are assumed by the 
State that charges may vary in their character all the way 
from a fee, the object of which is to facilitate some branch 
of the administration, to a price that imposes all that the 
service or traffic is able to bear. Indeed, the question of 
price for a public service plays* over the entire gamut of social 
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and political considerations, ranging from the Conception of 
a gratuity to that of a charge designed to destroy certain 
activities regarded as socially injurious. The outlook from 
this question presents a philosophy of its own, but in this 
elementary treatise it will not be possible to grant it the con- 
sideration which either its interest or its importance demands. 
We shall content ourselves with presenting in outline a theory 
of public charges. 

The tliree classes of public industries recognised by our 
analysis are those undertaken for revenue, those in which 
revenue is incidental, and those undertaken for service. To 
each trf these classes of industries there pertains a rule for 
the adjustment of prices. 

(1) Rule for Revkxue-kearino Industries. — So far as 
industries undertaken for revenue are concerned, as, for 
example, the tol)acco monopoly, the rule to be followed is 
that of a monopolistic adjustment of the j)rice, and the actual 
price charged will be the maximum commercial price modi- 
fied by such social considerations as pertain to the case. 
Greater difficulty inheres in the selection of an industry to 
be made the source of revenue than to the adjustment of 
charges after the industry is selected, for the adjustment 
of charges is largely a matter of experiment, and must be 
determined in view of the recorded results of a range of prices 
over a series of years. In the application of this rule, how- 
ever, many of the considerations which control the assess- 
ment of taxes must be acknowledged as pertinent in the 
arrangement of a schedule of prices. Tobacco, for example, 
is of many grades, and each grade may be regarded as as- 
signed to a definite class of incomes. Now as in the case 
of income taxes the rate of payment many vary for the several 
grades of income, so in the adjustment of prices some re- 
gard may be had to the ratio of the price to the size of the 
income from which it is likely to be paid. But in practice 
this consideration cannot be pressed very far, since the higher 
range of payments can be easily evaded by those for whom 
they are intended through the purchase by them of goods of 
inferior quality. Theoretically, however, it is necessary to 
recognise that the rule of charging what the traffic will bear 
may be modified l)y consideratic.nis of public utility. 

(2) Rule for Industrii^ Bearing ax iNcrDENTM 
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Revenue. — The more difficult analysis respecting* a schedule 
of charges for a public industry presents itself in connection 
with those industries in which revenue is more or less inci- 
dental to service. These industries, it will be remembered, 
are such as determine in large measure the conditions of 
living for the great body of the people. The post-office, for 
example, while properly classed as an industry undertaken 
for the service which it renders, is nevertheless administered 
with a careful regard for revenue. Public railways, also, 
both territorial and municipal, while tliey may permit more 
freedom to the desire for a commercial profit, are acknowl- 
edged to be industries in which social considerations properly 
influence all questions of development and administration. 

id) The Post~ofTicc . — The rule for regulating postal rates 
seems to be pretty well established, and, allowance being 
made for slight modifications to meet the variety of social and 
political opinions entertained, to be g-enerally followed by 
civilized nations. It may be expressed as follows: the aggre- 
gate of receipts must cover the aggregate of cost; but in the 
attainment of this result greater regard should be had to 
volume of service rendered than to the charge upon the unit 
of service. Postal charges present three peculiarities: In the 
first place, rates are remarkably low; two cents, for example, 
for the collection, transportation, and delivery of a letter. In 
the second place, the charge is uniform irrespective of dis- 
tance ; in the United States, for example, two cents is asked 
whether a letter is carried three miles or three thousand miles. 
Involved in this uniformity of price is the significant result 
that the profit accruing to the service in a densely populated 
portion of the country is used to cover the deficit which arises 
on account of rendering a similar service in portions of the 
country more sparsely settled. Thus the excess over cost 
in New York and Ohio goes to pay part e)f the cost for Kansas 
and Colorado. The third peculiarity in postal charges is thatthe 
classification of packages to which thescliednle of uniform rates 
is applied is determined rather with a view to protect the ser- 
vice against unduly heavy packages than for the purpose of 
harmonizing the charge vvitli the cost. Not only is the postal 
service an exclusive monopoly within the limits of the pack- 
^iges it chooses to handle, but it adjusts its charges so as to 
make careful selection of the packages to be handled. There 
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is perhaps no better illustration of a social solut-ion of a finan- 
cial problem than tlie one presented by the postal service. 

The familiar history of the postal reform which began in 
England in 1840, and which subsequently spread to all 
civilized peoples, need not be here repeated.''' The reduction 
in charges to a uniform penny postage payable in advance 
was followed by a corresponding expansion in the ser- 
vice; and while the financial results did not during the 
first years y conform to the expectations of tlie extreme 
advocates of the measure, the many incidental advan- 
tages of a highly organized and comprehensive postal 
system are so marked that the wisdom of the measure 
is no longer questioned. One point only respecting it de- 
mands attention: What, it may be asked, is the secret of the 
success of a uniform rate irrespective of distance ? The signi- 
ficance of this query lies in the fact tliat many writers, 
interpreting tlie success of this rule when applied to the 
transmission of letters to mean that an industrial service can 
be rendered without regard to specific cost, have argued for 
its application to all sorts of communal or social services. t 
The mistake involved in such a generalization lies in the 
assumption that the postal charge is determined without 
regard to cost. The fact is that the cost incident to the postal 
industry consists in collection and delivery at terminal points, 
the expense of transportation being in the United States 
less than one-third of total expenditures. It is the pecu- 
liarity of the industry rather tlian of the rule of cliarges 
which warrants a uniform rate irrespective of distance. St) 
long as this is held in mind there is no danger of a false ap- 
plication of the principle. 

(h) Territorial f^aikmys , — Hie })rol)lem of railway rates has 
not, like that of ])ostal charges, passed beyond the domain of 
current discussion. This is in part due to the fact that rail- 
ways are universally regarded as a source of profit, to com- 
panies when privately owned, to the State when public 
property; but it is in larger measure due to the fact that 
the social significance of railways is not yet clearly under- 


* For convenient references compare Bastable, Public Finance, pp« 

190-197. 

f Cf. McCulloch, Taxation and the Funding System, p. 330. 

J Cf. Cowles, A General Freight hnd Passenger Post, 
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stood. The problem of railway rates is a problem by itself, and 
stands as one of the most important of the unsettled proldems 
of the day- Of the many questions that arise there seems to 
be harmony of opinion respecting two only. It seems to be 
universally conceded that the first step in drawing a schedule 
of rates lies in an appropriate classification of the services ren- 
dered, atid it seems to be equally well established that no in- 
vidious discrimination can be allowed between individuals or 
places in the transportation of goods or persons, fh^^yond this 
the practice of states showas little that is clear, definite, and 
systematic. 

The Germans have perhaps proceeded farther in the direc- 
tion of a scientific solution of this problem tlian any other 
people, and this they have done, not so much by a study of 
rates as by an attenq^t to organize the interests that are in- 
volved in the adjustment of rates.* We shall not undertake 
to characterize this organization, but venture the remark that 
the relation of the railway itself to the clients whom the 
railway serves must be clearly appreciated before the es- 
sential relations and social princi])le!s can be discovered 
upon vvhicli to base a schedule of railway rates. Assuming 
railways to constitute a pul)lic pro{)erty, rates should 
be proposed l)y the shippers and accepted or rejected 
by the government. In the |)roposals submitted by the ship- 
pers (we assume the shippers to be properly organized] the 
primary 'social interests will find adecjuate expression ; in the 
acceptance or rejection of the i)roposals by the government 
not only will the general social interests be guarded, but tn.e 
financier also will be enabled to provide for such income 
over and above o|)erating expenses as it may seem proper 
that the business of inland transportation should contril)ute 
to general revenues. It thus appears that the problem of 
railway rates on State railways, so far from leading to a dis- 
cussion of an appropriate price to be adjusted by commercial 
rules, comes to be a question of the organization of com- 
mercial interests by means of wdiich a just schedule of charges 
shall emerge, and with this suggestion we drop the question, 

* A concise and fairly accurate account of the German organization 
will be found in Meyer’s monograph Thr Adjustment of Railroad 
Rates in Prussia^ Vol. XI, Transactions of the Wisconsin Academy of 
Silences, ' 
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Sufficient has been said to suggest that the public ownership 
of railways opens up a domain of industrial integration and 
governmental administration with which English-speaking 
people are not familiar. 

(r) Municipal Railways . — A municipal railway or tramway 
is peculiar in the character of the traffic which it carries. 
The social results of a passenger traffic, especially if confined 
to the limits of a municipality, are easily traced and may be 
statistically measured. Moreover, this traflk, inasmuch as it 
involves few terminal expenses, and is entirely free from the 
cost of loading and unloading, iis a most remunerative one, 
and the returns from it increase enormously in proportion 
to density of traffic. Under such circumstances there is nc 
reason why the rate should not be adjusted with some regard 
to the revenue that may be derived from it. For it is a well- 
known fact that a price which becomes a burden to any 
class in the community, the importance of the service being 
taken into the account, will tend to <le])Iete revenue by cur- 
tailing use, while the price at which cars are used to 
their full capacity will probably yield a large return upon 
the cost of construction. Now' it is evident that, under 
such conditions, the financier is furnished with ample lati- 
tude for harmonizing the social and the financial interest. 
Indeed, it is scarcely conceivable that the financial interest, 
which looks to street raihvays and analogous industries for 
a very considcral)le portion of its general revenue, can be 
jeopardized by the adjustment of rates in harmony with the 
social function which such railways perform. Not only may 
the price for transportatkm be low, but it may discriminate 
in favour of long-distance travel, for only under such condi- 
tions can the demand of industry for a high degree of centrali- 
zation and tlie demand of healthful living for room, light, and 
air be harmonized. 

We may then conclude that the process of determining 
the price to be charged for industries in which revenue is 
more or less incidental consists in adjusting the financial 
purpose to the social end for which the industry is under- 
taken. This is neither very definite nor conclusive, but it 
at least has the merit of providing the proper approach to 
the question in hand. 

(3) Rule for Industries UcNdertaken for Service.— 
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It remains to 'consider the determination of price for indus- 
tries undertaken primarily for service. With industries of 
this class it is rather as a factor in administration than as an 
assertion of either a primary or incidental financial interest 
that the financier contemplates the adjustment of a price. 
For the purpose of illustrating this point of view we shall 
refer again to public forestry and public irrigation. The es- 
tablishment and maintenance of a system of forestry is de- 
signed to render a general and not a particular service, and 
there can from the nature of the case be no personalization 
of the price. That which bears the price is the by-product 
of the industry, and not the main service. It is this 
fact which distinguishes forestry and analogous undertakings 
from industries like tlie railway and the post-office, and an 
appreciation of the situation suggests at once the rule for 
the adjustment of the price of such products as fall into 
the hands of the government for sale in connection with 
its administration of the main service. The lumber, char- 
coal, and ash products which the forestry division sells 
is not all the lumber, charcoal, and asii products 
placed upon the market for sale. This being the case, to 
dispose of the forestry by-products gratuitousiy, or to place 
them on the market at less than their commercial price, 
would subject private dealers to a competition they could not 
well sustain. The government must demand the ordinary 
commercial price, but in determining that price it must 
reckon its own output as a part of, and not as supplemental 
to, the regular orderly supply. So far as principle is con- 
cerned this is all there is to the question. This rule applies 
to prison-made goods, which are to be regarded as a by- 
product of a reformed prison administration. Indeed, it is 
of general application to all cases where the government is 
in receipt of a product of value and yet does not see fit to 
niono|H)lize the process of production. 

The rental to be charged for the use of water from a 
public system of irrigation presents a slightly different case. 
The water-supply is limited when compared with the uses to 
which it may be put. Moreover, for the cultivator the rental 
forms an clement in the cost of cultivation. There are the 
controlling facts for determining the water rate. In the first 
place the rate must be such^as to charge the cost of con- 
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struction, maintenance, and administration to the industry 
created by the system of irrigation ; while in the second place 
the rate must be so adjusted as to permit a free use, while 
guarding against a lavish use, of water. This is a case 
in which the price comes to be the determining factor in 
administration, Tt is the means by which the service is fairly 
apportioned to those for whom it is rendered. 

This rule of price is tlie one that should be followed l)y 
municipalities when they undertake the supply of water or 
light. All that the municipal government need trouble itself 
about, at least in ordinary cases, is that the service does not 
become a permanent burden upon general taxes, and that, 
while encouraging a generous use, the facilities which the 
city provides should not l)e wastefully employed. Tn a rough 
way one may say that the price varies with the natural su[)ply, 
from which one may see how useless is the rule that the price 
for water or light shall be adjusted to the average price of 
cities of tlie same size. Eacli city has a problem of its own 
that must be solved in view of the engineering elements which 
it presents. The price charged for the service rendered is 
an element in administration and has primarily nothing to 
do with the financial organization of the municipality. The 
administrative price may, or it may not, procure a clear 
revenue for the treasury ; the test of its proper adjustment 
is found in the manner in which the citizens make use of the 
service rendered. 

Our conclusion, then, respecting the price of industries 
undertaken by the State is as follows : Industries undertaken 
primarily for revenue will adjust tlieir prices according to the 
rule of commercial monopolies ; industries in which revenue 
is incidental to service will seek for a schedule of prices in 
which the social and financial interests involved are har- 
monized ; industries undertaken primarily for service will 
recognise the price either as an incident in administration, 
when commercial considerations must control, or as a factor 
in administration, when commercial considerations may be 
ignored. 
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Principles of Tax Exemption. 

Tite chief source of revenue for modern states is found in 
taxation, and this will continue to be the chief source of revenue 
as lon^ as the institution of [irivate FH/operty in productive 
agencies receives the approval of mankind. It is on this account 
that a vstudy of the principles of taxation, and of the rules of the 
apportionment, the levy, and the collection of taxes, consti- 
tutes the most important part of the Science of Finance. It 
would be a mistake, however, to so emphasize the importance 
of taxation that its relation to the other parts of the fiscal 
system is lost to view. No^ only would this lead to an 

235 
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imperfect conception of the financial organization of modem 
states, but it would render a study of taxation itself unneces- 
sarily difficult, since that study would then be deprived of the 
broad basis upon which certain of the most important prin- 
ciples of taxation rest. Taxation is undoubtedly the most 
comprehensive problem in the Science of Finance, but it does 
not fill the domain of that science. 

46. Cancerniiig the Method of Treatment. — One ac- 
(juainted with the general literature of the subject is 
familiar with the different methods adc>]:)ted by English 
and Continental writers in their treatment of the problem of 
taxation. Most English writers include what they have to 
say on this subject in their treatises upon Political Economy. 
John Stuart Mill, for example, after bringing his system of 
private economy to a logical close, adds a fiftli book which 
he entitles On the Influence of GoiUnnimcnt. Taxation is in- 
cluded in this book as one among several ways in which the 
action of government may interfere or possibly modify the 
working of economic law.* There are, it is true, a few 

* “ Some observations, however, maybe usefully bestowed on the 
nature of the considerations on which the question of government inter- 
ference is most likely to turn, and on the mode of estimating the com- 
parative magnitude of the expedicncc.s involved. This will form the 
last of the three parts into which our discussion of the principles and 
effects of government interference may conveniently be divided. The 
following will be our division of the subject. 

“We shall first consider the economical effects arising from the 
manner in which governments perform their necessary and acknowl- 
edged functions. 

“We shall then pass to’certain governmental interferences of what 
I have termed the optional kind (i.e., overstepping the boundaries of 
the universally acknowledged functions) which have heretofore taken 
place, and in some cases still take place, under the influence of false 
general theories. 

“ It will lastly remain to inquire whether, independently of any false 
theory, and consistently with a correct view of the laws which regulate 
human affairs, there be any cases of the optional class in which govern- 
mental interference is really advisable, and what are those cases. 

“ The first of these divisions is of an extremely miscellaneous char- 
acter: since the necessary functions of government, and those which 
are so manifestly expedient that they have never or very rarely been 
objected to, are, as already pointed out, too various to be brought 
under any very simple classification. Those, however, which are of 
principal importance, which alone it is necessary here to consider, may 
be reduced to the following general heads. 
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separate treatises on financial questions, such as McCulloch’s 
Taxation and the funding Systan; Peto's Taxation: Its Ixiy 
and Expenditure f I^asf and Future; Levi’s On Taxation: How 
ijt is Raised and Hozv it is Expended; but these works are 
separate in forin only and do not recognise the existence of 
a Science of Finance as an independent study. Mention 
should be made also in this connection of Bastable’s Public 
Finance. This work, which appeared in 1892, is tlm first com- 
prehensive treatise in the English language which follows the 
Continental form of treatment, but it fails to impress upon 
the student that sense of solidarity which alone may be urged 
as an apology for an independent treatment of financial ques- 
tions. 

Inasmuch as our own treatise adjusts itself in the main to 
the social organization developed under the influence of English 
common law, and is in harmony with what the author believes 
to lie the conception of liberty in process of realization by the 
English-speakitigpeoples, it may be well to explain w^hy, in 
so significant a matter as the classification of the sciences 
w^hich deal with social relations, approval is granted to the 
Continental rather than to the English rnetliod of treatment. 
Not only will this explanation lead to an interesting analysis 
considered by itself, but by means of it the point of view 
from which our discussion is undertaken, and wliich is be- 
lieved to be the point of view to wliich all modern nations 
are arriving in their social and political development, will 
be yet more clearly apprehended. 

What is technically known as English political economy, 
being the system of thought which regards taxation as an 
interference by government with the normal working- of 
economic forces, reached its highest possible development in 
the treatise of John Stuart Mill. The assumption of laissc::- 
faire as the general principle for the guidance of public policy 
served as an obstruction to further development, since it did 

‘‘First, the means adopted by governments to raise the revenue 
'vhich is the condition of their existence. 

“Secondly, the nature of the laws which they prescribe on the two 
great suljjcrts of Property and C'ontracts. 

“ Ihirdly, the excellences or defects of the svstem of means by 
■which they enforce generally the execution of their laws, namely, their 
indioatiire and police.*’ (Mill, Political Economy ^ Book V, 

Fliapter T, g 3.) 
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not allow candid inquiry into the rational form of commercial 
and industrial organization. Under the inlluence of this doc- 
trine it was difficult to perceive that a normally adjusted 
society could make fiemands on government beyond a demand 
for the protection of person and of property. The placing of 
the State within the domain of industry for the purpose of ren- 
dering a direct service, or, what is more to the point, of main- 
taining those conditions in which voluntary association can 
work to the advantage of the community, was not regarded 
as w^orth the serious consideration of the classical school of 
economists. 

It is not strange tliat this should have been the case when 
one notices the conditions under which the classical econo- 
mists produced their works. Adam Smith, the first great 
master, wrote prior to 1776. The work of Malthus and of 
Ricardo was done under the inlluence of the narrow con- 
ception of the first quarter of the nineteenth century. Senior, 
who gave form to the tenets of the school, flid his thinking 
before i(S30 and was strongly impressed by the individualistic 
claims of the possessing class. Even Mill, who reduced the 
economic thought of the previous hundred years to systematic 
form, and whose book appeared in 1846, wrote before ma- 
chinery had acliieved its final victory, and before corporations 
had exposed their true significance. It thus appears that the 
sq|:ial and industrial conditions which presented themselves 
to the minds of the classical writers of English political 
economy were in many respects different from those wliich 
emerged subsequent to 1850. The problems to be solved 
were different, and the evils against which it was thought 
necessary to guard society were difFerent. These writers did 
not, and indeed could not, ade(|uately appreciate the centraliz- 
ing tendencies of machinery; nor could they perceive that 
great industries, unless subjected to proper control, might 
come to exercise a tyranny as baneful as political tyranny. 
It was reasonable, therefore, for these writers to support the 
theory of restrictetl governmental functions. 

To advocate the doctrine of laissez-faire at the present 
time in the same way as it was advocated by English econo- 
mists would, to express it mildly, be an anachronism, and the 
reason why modern writers have undertaken to reconstruct 
economics is that reconstruction is necessary in order to acT 
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just the science to the requirements of modern conditions. 
The process of reconstructing a system of thouglit is neces- 
sarily a difficult one, and it would be entirely out of place to 
suggest the many lines along which this process is taking 
place. Suffice it to say that the separation of lonance from 
Economy, and the development of the former as an inde- 
pendent though coordinate science, is a part of that recon- 
struction. The thought seems to lie gaining ground that a 
State lias certain permanent industrial functions, and that, as 
society develops through the differentiation of social activities, 
the a|)pearaiice of coniriioii needs which the State alone eaii 
satisfy is a normal occurrence. 

It would be manifestly improper, therefore, to regard any 
of the established functions of government as an encroach- 
nutnt U})on private rights; tliey are rather conditions essential 
for the enjoyment of tliose rights. Nor can the best results 
be expected when the study of any of the lines of goverii- 
niental activity proceeds exclusively from the point of view 
of the individual ; it is equally important that the eonimon 
interests of all should l)e regarde<l as a unified and compact 
collective interest. 'This is what is meant l>v the phrase 
“organic etjneeption of society.” 'riie ctdUa'tive interest is 
not merely the aggregate cjf those interests wliich the indi- 
vidual niernl)ers of tlie commnnilv may have in common : it 
is, as an intellectual concept, a ditferent thing and |M)ssesses 
a character distinctively its own. Hiis is tlie tlionght to 
which modern ideas of j)olitical economy are gradually ad- 
justing tliemsclvcs, and it is ease to see that a reorganization 
of the science under such guidance would not consent to 
tlie negative treatment of so im|}ortant a ]U'ob]em as that 
an ap]>r(.)|)riate provision l>y the .State fm' its own existence. 
The recognition of the Science of J^'inance, therefore, as an 
independent study is one step in the reorganization of 
economic science, and results from a change in the point of 
view from whicli all social sciences are coming to be regarded. 

47. Concerning the Nature of a Tax. — In endeavouring 
to formulate a clear statement respecting the nature of a tax 
it will be of assistance to note that the conception suggested 
hy the word is older than tlie word itself, or, to put this 
thought in another way, that many words have been used by 
different peoples at different 1;imes to serve the general pur- 
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pose now served by the term taxation. This bbing the case, 
the essential characteristic of a fcix may be discovered by 
observing what is common to all the words which have been 
pressed into service by successive fiscal administrations. 
Professor Selignian has made an admirable collection and 
classification of these terms. His presentation of the subject 
is as follows : 

‘‘ This historical process is well illustrated by etymolog}^ 
If we look at the various terms applied to what we to-day 
call a tax we shall find every slrade of the development re- 
flected not only in the words used in former centuries, but 
in those still employed to-day. There are no less than seven 
different stages in this etymological growth. 

The original idea was that of gift. The individual made 
a present to the government. Wc see this in the mediaeval 
Latin term donum and in the English bcncvolnuc, which was 
used far into the middle ages. The second stage was reached 
when the government hunibly implored or })raycd the people 
for support. This is the meaning of the Latin prccariurn, used 
for many centuries on the Continent, as well as of the German 
Bede (from beten, to pray). The Landbcdc was the term ap- 
plied to the land tax in the German states until (luite re- 
cently. With the third stage we come to the idea of 
assistance to the State. The individual felt that, if not making 
a gift, he was at least doing the government a favour. This 
idea is expressed in the Latin adjutorium, the English aid, 
and the French aide, which was at one time used for all kinds 
of taxes. The same idea is discernil)le in the English std)sidy 
and contribution. It lias survived in the German term for a 
tax, Steur (stcucrn, to help), and in the Scandinavian hjcip. In 
France contribution is even to-day commonly used as synony- 
mous with tax. 

“ The fourth stage of development brings out the idea of 
sacrifice by the individual in the interest of the vState. He 
now surrenders something for the public good. This is seen 
in the old French gabcllc, in the modern German Abgabc, and 
in the familiar Italian damn. In each case the citizen gives 
or sacrifices something. With the fifth stage the feeling of 
obligation develops in the taxpayer. The English duty was 
not originally restricted to its present narrow meaning in the 
United States. Here it is usifally applied to import taxes 
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and sometimes to the internal revenue taxes. But even to- 
day in England the term includes some of tlie most important 
so-called direct taxes, like the inheritance tax and the income 
tax. It is not until the sixth stage is reached that we meet 
the idea of compulsion on the part of the State. VVe see this in 
our impost or impositioHy as well as in the French inipot and the 
Italian imposta. Although we linnt the term to a certain kind 
of tax, the French use it as the generic epithet par excellence. 
The same idea is seen in the German Auilagc (something 
' laid on ’) and Aufschlag (something ‘ clapped on ’), fre- 
quently used at present for certain indirect charges on com- 
modities. 

With the seventh and final stage we reach the idea of a 
rate 01 assessment, fixed or estimated hy tlie government 
without any reference to the volition of the taxpayer. We 
see this in the niediteval English scot (to be ‘ at scot and 
lot which is nothing but the German Sciwss or the Scandi- 
navian skaft. It is seen in the German Schaf::ing (or esti- 
mate), which was used in the early part of tlie century. 
Above all, it is recognised in our tax (taxare^ to fix, to esti- 
mate), the French taxe, the Italian tassa, and the English 
rate. It is worthy of note that in the middle ages ‘ tax ^ 
always meant a direct tax, for which a regular assessment 
list or schedule was made.’' * 

The only conception which all the terms named above 
hold in common is that revenue from taxation forms a deriva- 
tive and not a direct revenue to the State. The significance 
of this phrase has already been considered in connection 
with the classification of public revenues. It means that the 
fund to which the State appeals through taxes is the income 
of persons or of associations of persons, and is by this means 
to be distinguished from the income of the State conceived 
as a proprietor or as a corporation engaged in some indus- 
trial pursuit. A system of taxation, therefore, implies the 
institution of private property; it presumes prosecution of 
private industry ; and the tax, this being the w^ord now^ most 
commonly employed, comprises that portion of private in- 
come given over to the State for expenditure. The manner 
of securing the payment, the rules according to which the 
payment is assessed to persons or to associations of persons, 

* Sclignian, Essaj^s in Taxation^ pp. 5, 6, 7. 
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the argument relied upon for justifying the payment, or, in- 
deed, any of the considerations or attendant circumstances 
peculiar to time, place, or stage of development, are not es- 
sential to the conception of a tax. It is true one cannot 
proceed very far in an analysis of any question of taxation, 
or in a discussion of administrative or financial adjustments, 
without ])eing forced to recognise many (jualifying ideas; 
but this docs not modify in the least the conclusion that the 
essential characteristic of a tax, the only one, indeed, of uni- 
versal application, is that it forms a derivative revenue to the 
State. 

Modern definitions of a tax almost universally insert the 
statement that the pa\ment from a sulqect to a sovereign 
a coercive and not a free-will payment, and, according to 
modern theories of political science, sucli a qualification is 
eminently proper. iJy the plirase coercion, liowever, should 
be understood legal coercion, and not the coercion whicli 
results from the recognition by an individual of definite wants, 
or from tlic |)ressure of j.niblic opinion, or from the sense of 
duty, which in a loose use of language might l)c incliidt'd under 
that term. Mricli eonfusion has been introduced into the 
subject ])y the loose use of this word coercion. Professor 
Seliginan we)uld hardly care to be underslix.xl, when lie says 
that the “idea of eomjmlsion on live part of tlie State'” was 
not introdneed until what he terms “ tlu* sixtii stage ” was 
reached in the development of the idea of a tax, as implying 
that Ijefore tin's time governnumis exercised no pressure riivoii 
citizens in securing froni them jvavmcnts. Siicli a statement 
would be manifestly untrue. His meaning undoubtedly is 
that it was necessary for private riglUs in i>rr»ductive proi)erty 
to have l)ecn fairly well developed before a sr)vereign govern- 
ment could be safely intrusted with the pul)lic right of making 
compulsory demands upon its subjects. The legal concep- 
tion, tlierefore, which is an essential quality of modern taxa- 
tion, implies the development of certain restraining principles 
in the exercise by the State of the taxing power. 

The full significance of taxation as a compulsory payment 
will not be apparent so long as tlie only relation held in mind 
is that which exists between the subject and the sovereign. 
The justification of the compulsory ])ayinent is not so much 
to enable the State to secure ‘adequate revenue as that the 
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State in securing its revenue may deal equitably between its 
subjects. The service of the wState is a common service and 
contributions for its support must in justice be made by all. 
Were the sense of social obligations sufficiently developed to 
insure a universal contribution, and one which the sense of 
justice would acknowledge to be relatively equitable between 
citizens, it would not be necessary for tlie State to employ 
coercion. It is because this is not the case that^a tax comes 
to be a coercive payment; and it adds much to our concep- 
tion of a tax, and suggests the spirit in wliich all questions 
relative to taxation should be discussed, to recognise that 
the exercise of coercive power by the State in the matter of 
public revenue is in response to the ethical sense of the com- 
munity, which demands eqnital)le payment from ail citizens. 
The coercion to which reference is made in defining a tax is 
the legalized coercion of constitutional peoples, and in this 
sense is of relatively modern development. 

48. Definition of a Tax from the Lawyer’s Point of 
View. — Pressing now our imjnirv l)eyond tlie conception of 
a tax approved l)y all writers on finance, it will be found 
that the diversity of opinion respecting the nattirc of a tax 
arises from the fact that the definitions wliich present them- 
selves are either adjusted to some peculiar legal code, or 
they are coloured by some peculiar rule of api)ortionment or 
special theory of social organization. It may l)e well to con- 
sider sc]>arately these two classes of variations in the con- 
ception of a tax, for each bears witli it certain (pialifying ideas 
or social and political tendencies necessary to a full under- 
standing of the nature of a tax hs that word is used by 
modern peoples. The legal definition of a tax is the first 
which claims attention. 

Cottfining our analysis to the accepted principles of Ameri- 
can law, it is observed that a coerced payment from the subject 
to the sovereign must meet three conditions in order to be 
recognised as a tax. These are as follows : 

(j) This payment must, in the first |)Iace, be for some 
public purpose. This requirement rests upon the very nature 
of the modern State, which, if it he not government by the 
people, is universally government for the people. This has 
been clearly shown in connection with the discussion of 
budgets and budgetary legislation. The assessment and col- 
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lection of moneys for private ends is a tyraniKcal act not 
contemplated by the constitutional organization of the State. 
The law goes even further in the application of this principle. 
Not only would a demand for money for private purposes 
be an abuse of the taxing {)ower, and so, technically, no tax, 
but a demand for money for ]:>ublic purposes in excess of a 
just demand would be accounted a robbery under the form 
of law.-*' 

It is one thing, however, to lay down a legal principle, 
and (juite another to provide for the enforcement of that 
principle; and the nature of this right of the citizen against 
the State will not be seen until one inquires what remedy 
is open to the citizen in case a government make improper 
and excessive demands. This question leads to an important 
distinction. Although fundamental law may recognise a 
compulsory demand for revenue to be an encroachment upon 
the rights conferred upon citizens by tlie institution of pri- 
vate property, it does not provide, except in extreme cases, 
for legal redress in case of a wrong; that is to say, the courts, 
speaking generally, are pow^erless in the premises. I'he de- 
cision as to what constitutes a public purpose is intrusted to 
the legislature, and the courts universally assume that any 
law which the legislature may pass is passed in the interest 
of the public. The remedy provided for the redress of a 
wrong of this sort committed by the legislature is the political 
and not the legal remedy. It is at the polls and before the 
tribunal of the people, and not in the courts and before a 
jury, that sucli cases are tried. This distinction between the 
political and the legal remedy must be held constantly in mind. 

(2) A coerced payment from the State to the sovereign 
must, in the second place, be levied in a spirit of e(|uity and 
justice as bet\veen the subjects in order to conform to the 
modern legal conception of a tax. This, it is true, is nothing 
peculiar to taxation ; it is rather an application to taxation 
of a general governmental principle. The government should 

* The distinction between a tax and a tribute is that the former col- 
lected by a government from its own subjects is limited to carefully 
defined needs of the State, while the latter collected by a conquering 
people from a subjected nation bears no relation to the amount of 
justifiable public expenditures. When a government abuses its taxing 
power by excessive demands it treats ,its subjects as a conquered de- 
pendency. 
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have regard to equity as between citizens in the matter of 
taxes for the same reason that all of its dealings should be 
conducted in the spirit of fairness and justice. This neces- 
sity, as has already been pointed out, is the ai^oIogy which 
the State offers for the exercise of coercive power in the 
matter of taxation, from which it follows that should tlie 
State levy or collect an unjust or an ine(}uablc tax it betrays 
the trust which has been reposed in it. E([uity of ]):ivment 
as between citizens is a fundamental characteristic *of taxation 
among constitutional peoples. It is on this account that so 
large a share of the study bestowed upon this subject in- 
quires respecting principles of equity and justice. 

This legal quality, however, like the one mentioned above, 
must rely for its realization upon the political rather than 
upon the legal remedy. Courts luive sometimes ventured 
to express an o})inion as to whether or not a tax is levied 
for a public purpose, but should a court undertake to say 
that a particular system of taxation is without the warrant of 
law because it fails to realize equity as between citizens, ex- 
cel)!, indeed, this opinion rest upon some explicit expression 
in the fundamental law of the State, it would be guilty of 
an encroachment upon tlie reserved functions of the legisla- 
ture. The remedy for the inequable lax lies in the political 
organization of the State, and for this reason is it especially 
important that public opinion should be intelligent and sensi- 
tive to moral considerations in all matters pertaining to 
taxation. 

(3) The demand of a State for money in order to be 
rightly accounted a tax must, in the tliird place, be made 
according to established legal rules. This legal characteris- 
tic of a tax has nothing to do with general principles, but 
its recognition is nevertheless of great imj)ortance. Among 
the marks of a good revenue system to which attention has 
been called mention was made of the necessity of harmony in 
all its parts. The laws out of which a revenue system is 
constructed are enacted by many different legislative bodies, 
at many different times, and with the stress of argument 
placed upon some peculiar interest which at the time happens 
to present itself. Sliould the vote of the legislative body be 
alone adequate to insure the legality of such law confusion 

statement and contradiction of principle would surely re- 
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suit. For this reason the duty is imposed upon the courts 
in tlie United States of interpreting the phraseology of laws, 
and of denying the name of a tax to a levy which has not been 
made according to established legal requirements. 

This third legal characteristic of a tax has a yet broader 
application. There is perhaps no other constantly recurring 
public act which lies so closely to the interests of the people 
as the lew and collection of taxes, and, notwithstanding the 
political remedy against the abuse of the taxing power pro- 
vided in the organization of popular government, private 
industry would not feel that safety essential to a healthy and 
active life were no other safeguard against the arbitrary acts 
of government provided. No power or right can be properly 
understood without recognising that it is limited in its exer- 
cise by corresponding rights wliich in a sense stand o])posed 
to it. This statement applies equally to public and to private 
rights, and is of es{)ecial pertinence to ])rol)iems in taxation. 
It is undoubtedly true tliat a tax is a coercive abstraction of 
private property, but this statement itself implies the institu- 
tion of private property, and the general right of tlie State 
in matters of taxation must be interpreted in the light of 
the fundamental privileges wliich the law of private property 
guarantees the citizen. When, therefore, it is said that a tax 
must be levied according to legal reciuirements there is im- 
plied by the statement, not only a code of parliamentary 
procedure, but a system of well-defined ])rivate rights. 

Still another application of this third characteristic of a 
tax presents itself, wdiich, however, is of more direct applica- 
tion to a federated union like the United States than to a 
centralized government. According to American law, each 
grade of g’overnincnt enjoys a definite though restricted 
jurisdiction, and in framing tax laws it is necessary tliat these 
several jurisdictions l;>e strictly conformed to. Failure to 
observe tliis rule would give rise to no difficulty should all 
industries from which citizens derive an income be confined 
in their cornniercial relations to the political jurisdiction of 
the government to which they make payment. Fut this is 
not the case. The development of inland transportation has 
destroyed the local market for large numbers of industries, 
so that there is no identity between the political jurisdiction 
of States and what perhaps maV by analogy be termed the 
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commercial jurisdiction of industries. An insurance com- 
pany, for example, having its headquarters in one State 
secures revenue from policies sold in other States. A manu- 
facturing corporation also sells goods to the citizens of other 
commonwealths than the one which grants it a charter. 
These are but illustrations of the complexity which must 
necessarily arise when the several States undertake to secure 
revenue from the industries lying within their respective juris- 
dictions. There must be of course some fundamental law 
respecting the relative rights of the several centres of taxing 
authority, and no better way has as yet been devised than 
laying down certain fundatnental principles or rules to which 
all laws levying taxes must conform, and of granting to the 
courts tlie right of determining whether or not such rules are 
conformed to. 

From the above it appears that there is ami)]e room for 
controversy respecting the legal characteristics of a tax, as 
also for the development of the law of taxation, d'here will 
of course arise differences of opinion between the theorist 
and the publicist, but it is essential that one who undertakes 
a theoretical treatment of the prol)lems of taxation should 
do so with the full appreciation of the limitations which the 
estal)lislied body of law inip(.)ses upon any suggestions which 
he may have to make. From the stand])(.)int of law a tax 
may be defined as an enforced payment levied by goverrmient 
for public purposes and levied according to estaldished legal 
requirements. 

49. Definition of a Tax from the Theorist's Point of 
View. — The assistance to be derived from a study of the 
nature of a tax as reflected in definitions of theorists is of 
an entirely different sort. Such defiuiiions of tlieorists do 
not exhibit the facts of social conditions during the period 
in which they claim the attention of publicists, but railier 
the ideals and pur|)Oses of the times in which they were made 
tlie subject of controversy. Tliey have on this account an 
important historic significance and, like all material of his- 
tory, assist the student by rendering possible a eom|)arative 
analysis. From the point of view of strict logic all these 
definitions are open to the criticism that tliey include in 
their statements some assumption resjiccting the theory of 
'ipportionment, that is to say, respecting the principles ac- 
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cording to which the duty of payment should be assigned to 
citizens. The controversies which at different times in the 
past have been carried on by students of taxation have cen- 
tred about the rules of apportionnient and of assessment. 
In case the controversy resulted in the acceptance of the 
idea urged by tlie theorists, it came to be a part of the estab- 
lished system of taxation, and for this reason it is possible 
to trace every qualifying attribute of the legal definition of 
a tax back to some controversy which has marked an epoch 
in the development of political liberty and property rights. 
Current controversies are not less signihcaiit. Two advan- 
tages, therefore, may be expected from a study of the defi- 
nitions which theorists have from time to time presented. 
Such a study will, in the first place, impress the fact that the 
idea of taxation has passed tlirough a development corre- 
sponding to the development of government itself, and it will, 
in the second place, lead to an appreciation of the fact that 
current controversies pertain to undeveloped or unsettled 
rights. The definitions which we are now aliout to consider 
will bear upon the fundamental principles entertained respect- 
ing tlie nature of society, the character of government, and 
the rights of citizens. 

It would carry us too far from our purpose to apply the 
foregoing suggestions for study to all the definitions of a tax 
which have from time to time been presented. Confining 
our analysis to comparatively modern times, there are three 
conceptions of a tax that may with advantage claim attention. 
These are : 

First. That a tax is a price paid for a service rendered. 

Second. That a tax is a payment in proportion to benefits 
received. 

Third. That a tax is a contribution of citizens to a com- 
mon end. 

(i) The Purchase Theory of a Tax , — The most general of 
the theoretic definitions of a tax is the one which conceives 
of a tax as a payment to the government for service ren- 
dered, and a payment ecpial to the cost of the service,* This 
conception is not open to serious criticism so long as the 
question of payment is regarded as lying between the State 

* In the fore^oincf book the idc^'i that a price is a tax was refused 
recognition ; we now refuse to recognise the idea that a tax is a price. 



THE THEORISTS DEFINITION OF A TAX, 


299 


and the taxpayers as a body; it is not satisfactory, however, 
when one holds in mind a general payment and a specific 
service rendered to him who makes the payment. Tlie idea 
of purchase and sale as between the citizen and the State 
cannot l)e entertained without leading to untenable conclu- 
sions respecting the nature of the State, and, also, respecting 
the relations that exist between citizens and the State or 
between various classes of citizens. Jt implies, for^ example, 
that the State is something separate from the body of citizens, 
and does not fit itself easily to the conception that the State 
is the body of the people organized for governmental pur- 
poses. It implies, in the second place, that the citizen is at 
liberty to refuse the services offered by the government, and 
by refusing is able to escape the necessity of making pay- 
ments. It implies, in the third place, that the relative duty 
of citizens to make payment for the su{)|)Ort of government 
is in proportion to the expense which they occasion. x\Il 
of these implications, for reasons that were suggested when 
the functions of government were under consideration, or 
which will be made clear wdien the theory of ai)portionment 
of taxes shall claim attention, must be regarded as unsound, 
and on tliis account the purchase theory of a tax abaruloned. 

(2) The Benefit Theory of a Tax , — The second theoretical 
definition of a tax suggested above is that a tax is a payment 
by citizens to the State on account of and in proportion to 
the benefit received. This leads to what is commonly called 
the benefit tlieory of taxation. It is also termed the in- 
surance theory or the quid pro quo theory of taxation ; but 
lawvcver characterized the underlying thought is the same. 
^ he idea eml)odied in this theory of a tax is that, inasmuch 
as individuals receive benefits from the State, a payment 
should be made on account of and in proportion to those 
benefits. Like the purchase theory of taxation, it rests upon 
the individualistic conception of society. The two definitions 
are coloured by the same idea, the chief difference being that 
the one regards a tax from the point of view of cost to the 
State, the other from the point of view' of advantage to the 
citizen. All of the considerations, therefore, which were 
tirged against the conception that a tax is a payment to cover 
the cost of a service rendered applies with equal force to the 
Wea that a tax is the equivalent of a benefit received. 
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It may be stated further that they who accept the benefit 
theory of taxation are thereby committed to the restrictive 
theory of government which prevailed in the early portion 
of the present century. Were the functions of government 
rightly restricted to the protection of life and property there 
would be some reason in saying that payment to the State 
should be equal to all citizens so far as expenditures for the 
protection of life arc concerned, and in proportion to property 
so far as the activities of the State are devoted to the pro- 
tection of property. The modern State, however, assumes 
duties far beyond the primitive functions of protection to life 
and property. Government is subject to a development pari 
passu with the development of society itself. If the analysis 
presented in connection with the Theory of Public Expendi- 
tures be accepted as correct, expenditures incident to the 
protective functions of the State, as compared with those 
that arise in connection with the developmental functions, 
tend to become less as civilization advances. While, there* 
fore, the quid pro quo theory of taxation may Iiave served 
fairly well under conceptions of governmental activity held 
in the early part of this century, it must be regarded at present 
as somewhat anti(|iiated. 

Tliat phase of the benefit theory which has exerted tlie 
greatest iniluence upon the literature of taxation is the one 
which regards a tax as an insurance premium. Montesquieu, 
for example, says tliat “ the public revcmies arc a portion 
which each subject gives of his property in order to secure 
and enjoy the remainder,” and many writers there are who 
make tins definition the basis of their analysis. Thiers states 
baldly that a tax is an insurance premium. This method of 
presentation suggests yet another criticism. Not only does 
it entertain an erroneous idea of the nature of government, 
and rest upon an inadecjuate conception of the functions of 
the State : it presents also a false idea of property and of 
proprietary rights. It is logical for Thiers, who believes all 
property to be the result of individual effort, and who asserts 
that the defence of private property is found iw the fact of 
individual production, to conceive of a government as a great 
insurance company, accepting from citizens an annual pro* 
rriium as a guarantee against loss by theft or dishonest treat- 
ment. According to this idea* the annual payment would not 
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necessarily be in proportion to the ainoiint of property, which 
has been the commonly accepted idea of apportionment, but in 
proportion to the risk which the nature of the property entails. 
It is not necessary, however, to discuss at length the insurance 
theory of taxation, inasmuch as the defence of property upon 
which it rests has been for the most [)art abandoned. Few 
writers at the present time would care to assert that property 
is wholly an individual product, and still fewer there are who 
would care to deny that social utility is at once the ])asis 
and the defence of individual ownershi]). With such an idea 
the insurance theory of taxation is wholly at variance. 

ddie above considerations res|)ecting the j)urehase theory 
and the l)cnefit theory of taxation are fnndainental. They 
pertain to tlie nature of the State, to the relalionship ])ct\vecn 
citizens, to the character (jf government, and to the l'>asis of 
property. 1 'hey do not firing to notice tlic practical dilli- 
culiies whicli. would arise were it attempted to det ermine 
the cost of speciiic services or t(.) measure the relative licneiits 
of government to citizens. The administrative criticisms 
Tipon these theories of taxation will claim attention wlien 
the theory of aj)portiennnent in harinony with them is snl)mit- 
ted for disenssion. It is desired for tlic present to liold oin* 
analysis strictly to fundamental ideas. 

( 3 ) 77/c Covdvibulory 'I'Juvry of a Tax . — The third defmi- 
tion wdiich j)rcscnts itself in this connection (aniccivcs of a 
tax as a eontribntion from citizens for the sn|)port of the 
State. Several ideas are implied ])y the nse of the word con- 
trihntion. In the lirst place a contrihnlion im])lies solidarity 
of social interest, or, to ])nt this thonglit in another u'ay. it 
inij)lies that all the funetions undertaken by the State arc 
siu'l] as minister to common wants, and in large measure 
to w'ants wliich cannot be segregated or specialized to indi- 
viduals or to classes. A sense of organic unity ami of inter- 
dependence, and a consciousness of common rights and 
common duties, go along with the idea of contribution. 
The social concept witli whicli this idea is in harmony does 
not permit of a separation between the State and the indi- 
vidual, as is the case with the social theories which conclude 
that a tax covers the cost of specific service, or that it is a 
payment for benefits received. The contributory theory of 
a tax concedes rather that the individual is a part of the 
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State and that he realizes his individuality, in some degree 
at least, because the State exists. All of these conclusions, 
as well as others familiar to modern political philosophy that 
logically follow from this general point of view, arc bound 
up in the assumption that a tax is a contribution from the 
citizen to the support of the State, and not a price paid l)y 
him for specific service rendered or a compensation allowed 
by him for J)encfits received. This theory of a tax rests upon 
that phase of (ireek philosophy which asserts that society is 
organic in structure. 

It may further be added that this word contribution, when 
used to characterize the non-commercial {)ay merits from a 
citizen to the State, implies certain established relations be- 
tween citizens who together make up the .State. Since 
government is the agency of the whole people, and is estab- 
lished for the purpose of rendering a common service, it 
follows that a payment from a citizen to its support must lie 
in proportion to some accepted rule of equity and justice; 
and it consequently lies in the contributory theory of a tax 
to assert that this payment should lie made in })roportion to 
the respective abilities of citizens to pay. 

Condusions . — The results of the foregoing analysis, not 
alone in this chapter, Init in the previous chapters as well, 
may be summarized in the four following statements: 

First. From the point of view^ of the State a tax is a 
source of derivative revenue. 

Second. From the point of view of tlic citizen a tax is 
a coerced payment. 

Third. From the point of view of administration a tax is 
a demand for money by the .State in conformity to established 
legal rules. 

Fourth. From the point of view of theory a tax is a con- 
tribution from individuals for common expenditure. 

50. Analysis of the Taxing Power. — It was the purpose 
of the foregoing analysis to discover the true nature of a tax, 
and to arrive at a definition of use to the practical financier, 
because it fits into the legal conditions and sochil structure 
of the modern State, It is the intent of the present para- 
graph, which is devoted to a consideration of the residence 
and employment of the taxing power, to carry this general 
inquiry yet a step further. 
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(i) Character of the Power , — By the phrase taxing power 
is to be understood the legal right which a government en- 
joys of determining the amount which each citizen shall pay 
for the support of the State, and of forcibly collecting that 
amount if necessary. It is a sovereign power, and is so recog- 
nised, whether exercised by a monarch or l>y a government 
resting on popular suffrage. This must be the case since 
the payment in question is a coerced payment. Private 
property is taken for public ends, and none but a sovereign 
could consistently exercise such an unusual power. 

It is not enough, however, to know that the taxing power 
is sovereign in character and that its exercise is the exercise 
of sovereign autliority; it is equally necessary to learn with 
which of the three great departments of government— the 
executive, the legislative, or the judicial — this power resides. 
If the above question be confined to those peoples whose 
political ideas are coloured by the development of popular 
government, the answer is a very simple one. A tax must 
always be promulgated in the form of a law, and a law comes 
into existence only as the exercise of legislative autliority. 
From our knowledge of the constitutional history of Eng- 
land we are acquainted with the struggle of the English 
people against the arbitrary exercise of the power of taxa- 
tion, and from our study of rules and methods of Imdgets 
we have come to appreciate how firmly is this principle 
established. So important is it conceived that the taxing 
power shall reside in the legislative body that the legislative 
body itself is enjoined from delegating that power, either to 
the court or a corporate body of any'* sort; nor is it possible 
for a court to assume tlie exercise of this power; nor can 
the legislative body itself diminish by one iota its authority 
over the question of taxation, it being a fundamental principle 
of constitutional law that each legislature should hand down 
to the legislature which succeeds it all the rights, powers, 
and privileges which it received from tlie preceding* legisla- 
ture. Without further comment, therefore, it may be stated 
that whenever one reasons about the power to levy and 
collect taxes he is dealing with a sovereign power and with 
a power which is legislative in character. 

Although the power to tax is a sovereign power, it is not 
necessarily superior to regulation and control. Especially is 
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this true in the United States, where the courts are given 
the authority to pronounce upon the constitutionality of legis- 
lative acts. This does not mean that the court is in any 
sense a law-making body, its chief social function being 
rather to preserve harmony in the development of legal prin- 
ciples and to maintain symmetry in the body of legislative 
enactments. There is nothing inconsistent in tlie statement 
that the taxing power is sovereign in character and to add, 
at the same time, that its exercise must conform to established 
rules. 

These rules res|:)ecting the employment of the taxing 
power arc suggested by the two following (piestions: 

hdrst. To what sjaecific grant of sovereign power may the 
exercise of tlie taxing power be cred.ited ? 

Second. What are the specific limitations to the exercise 
of the taxing power ? 

( 2 ) Grants bestoTaina^ the Fo7ecr . — The meaning of tlie first 
of the above (juestions is that, althoutyh the general grant to 
tax resides in sovereignty, and, indeed, is essential in order 
that the State may maintain its dignity and perform effectively 
the functions assigned to it, still every specific exercise of that 
power must be referred to some s|)ecific grant, or to some 
general principle establislied as the result of a jtast contro- 
versy. Confining onr analysis to the situation as it exists 
in the United States, the authority to levy and collect taxes, 
if it exist at all, must be found either in tlie Constitution of 
the Federal State, in the C< aistitntion of a given State, in the 
charter of a municipality, or in the general laws passed by 
State legislatures conferring tlie exercise of the taxing ]:,)()wer 
on the minor civil divisions. Each of these grades of govern- 
ment must have its legislative body; and from the above it 
a])pears tliat fundamental law prescribes the character of thf 
taxing power consigned to each grade of government, and 
the extent to which and the conditions under which it may be 
exercised. This fact lias a very practical bearing, for it shows 
that if harmony in methods of taxation is ever to be realized 
in this country the basis of that harmony muiit be laid in 
fundamental law or in inter-governmental agreement. 

Another service is rendered by a study of the specific 
grants for the exercise of the taxing power. The simple 
rule of law respecting the employment of this power is that 
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it can never be employed except for the purpose of procuring 
revenue. The principle to which this rule gives expression 
is bound up in the very nature of a tax. When the power 
which only exists for the purpose of procuring revenue for 
the needs of government/’ says Judge Cooley, is used for 
some wholly different purpose, and no revenue is expected 
or desired from the employment, it is misused, and the misuse 
is usurpation.” * Proceeding from this principle of law many 
writers have urged the conclusion that the protc*x:tivc tariff, 
for example, is without legal authority. This would doubt- 
less be true if the taxing power were the only power granted 
to the State. A duty imposed on the importation of goods 
which is prohibitory, and which on that account can give no 
revenue whatever, is not a legitimate exercise of the taxing 
power; this, however, is quite different from the conclusion 
that a system of protective duties is without legal warrant. 

Two remarks may be made upon this point. In the first 
place, it should be noted that while the taxing power is 
granted for the purpose of raising revenue, the legislature 
is not prohibited from employing it in sucli a way as to pro- 
cure incidental benefits; that is to say, given the necessity 
for revenue, the legislature is in duty bound to choose the 
method the least detrimental to the public, and is at liberty 
to employ a method which may bring with it incidental ad- 
vantages. Thus, while the prohibitory duty based on the 
taxing power would be illegal, a duty on imports which has 
for it.s chief purpose the securing of revenue, and which is 
incidentally protective, would be judged no abuse of that 
power. This may, perhaps, be a dajigerous doctrine, but it 
is the position assumed by the courts u])on this question. 

There is yet another way in which this matter may be 
presented. A distinction must be made between the 
employment of the taxing power and the employment 
of taxing machinery. Thus taxes may be levied, and 
constitutionally justified, without any reference whatever to 
the power granted to the State to raise revenue. A protective 
duty, or, indeed, a prohibitive duty, may i)e referred to some 
other grant of power than that of taxation. It may, for 

* FrinHpies that should Govern in the Framing of Tax Laws. An 
address by Judge Thomas M. Cooley before the .^Vinerican Social Scienct 
Association, April 22, 1878, * 
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example, be referred to the power of regulating conimercr, 
and in reality this is the basis on which the whole protective 
system as practised in the United States rests. Or, again, 
a tax on hack-drivers, or bcKDtblacks, or newsboys, a special 
license imposed on peddlers, auctioneers, etc., is not justified 
as a simple exercise of the taxing power. The purpose of 
these impositions is police regulation, and not revenue, and 
such an employment of taxing machinery must find its justifi- 
cation in the police power; it cannot rest upon the taxing 
power. The distinction here drawn may be seen yet more 
clearly should it be applied to the levy and collection of 
special licenses for the manufacture and sale of liquors. 

The rule of constitutionality, then, is quite plain. Tlie 
taxing power is a special power granted to raise revenue, 
but the taxing machinery, which is something quite different, 
may be set in motion on the authority of various powers for 
various purposes. 

( 3 ) Limitations upon the Po7cer . — The second of the ques- 
tions presented above inquires what specific limitations upon 
the exercise of the taxing power are made by fundamental 
law. There are five points which present themselves in mak- 
ing reply to this question : 

(a) Such limitations as exist pertain to the metliod of tax- 
ing, and do not inhere in the nature of the power to tax. 
There is no limit to the exercise of the power when 
properly apjdied. This principle seems to lie in the nature 
of sovereignty, and to be essential for the preservation of the 
permanency of a government intrusted with jurisdiction over 
war and peace, or which, indeed, in the exercise of its func- 
tions, is liable to be called upon as the final arbitrator 
respecting any public question. 

This at least is the position assumed by the Supreme 
Court of the United States as declared in the familiar case 
of McCulloch V. Maryland. In rendering the decision in 
this case Mr. Justice Marshall said, “ The power to tax is 
the power to destroy.^^ And again, If the riglit to tax exist, 
It is a right which in its nature acknowdedges no limits. It 
may be carried to any extent within the jurisdiction of the 
State or corporation which imposes it which the will of 
such State or corporation prescribes.” It is true that the 
point in this case pertained t# the right of the State of 
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Maryland to tax the notes of the Federal bank, and that the 
object of Maryland in imposing such a tax was to drive these 
notes out of the State so as to make room for the circulation 
of the notes of State banks. Thus the point at issue did not 
pertain to the use of the taxing power for raising revenue, 
but to the use of the taxing machinery for a purpose other 
than that of securing revenue. It has, however, been gener- 
ally accepted that the principle laid down above is of univer- 
sal application, and it has been followed quite closely in the 
subsequent development of American law. 

In applying the rule that the power to tax “ acknowledges 
no limits ” it is necessary tc'k distinguish between its exercise 
by a government recognised as sovereign, even though it be 
within a restricted jurisdiction, and a government which is 
the representative of or the agent of a sovereign govern- 
ment. A county, a township, or a school district, for example, 
is, strictly speaking, no government at all, but an administra- 
tive unit acting for a government for certain s|)ecified ends; 
and there is no inconsistency in limiting these minor civil 
divisions in their exercise of the ])ower of taxation. This, 
however, according to the theory of American law, must find 
expression in the fundamental law of the Slate itself. 

(ft) The general rule rcsi)ectiiig the employment of the tax- 
ing power is that it should be used only to procure revenue 
for public purposes. As has been already pointed out, this 
follows logically from the fact that llie power of taxation is 
a sovereign power, ami tlic limitation imposed on govern- 
ment is a limitation bound up in the nature of the tax itself. 
It will l)e remembered that in considering tlie legal definition 
of a tax this point was dwelt upon at some lengtlg and it was 
sliown that the remedy against the abuse of the taxing power 
was political and not legal in character. In the main such a 
statement is correct, but it should not l-)c ]:>resscd so far as to 
lead to the conclusion that the courts, in this coimtry at least, 
are not at liberty to express themselves respecting the pur- 
pose for which a tax is levied. The first decision respecting 
what is or is not a public service lies midoul)tedIy with the 
legislature, and it may be added that the existence of a law 
duly sanctioned by the legislative body is accepted as pre- 
sumptive evidence that the purpose for which a tax is levied 
is a public purpose. The evidence, how ever, is presumptive 
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and not final, and in extreme cases the question may be pre- 
sented to a court for adjudication. This whole question is 
a very difficult one and has given rise to a long line of cases. 
In general the courts refuse to lay down any definite rule, 
but insist on deciding every case which conics before them 
upon its own merits, having regard, of course, to previous 
decisions in analogous cases. The following quotation taken 
from a decision in one of these cases may serve to illus- 
trate the general point of view : “ A tax must be con- 
sidered valid unless it is for a purpose for whicli the com- 
munity has no interest; when it is apparent that the burden 
imposed is for the benefit of others and where it will be pro- 
nounced so at first blush.” A case presented itself in Maine 
where tlie council of a towui imposed a tax the proceeds of 
which were to be again distributed among the pe()|)le of tlie 
town, a case which was promptly decided as illegal. 

Taxes, also, the proceeds of which are paid as a bonus 
to some manufacturing company as an inducement to l'..)cate 
in one place rather than another would seem to lie outside 
an appropriate exercise of the taxing power; but in making 
statements of this sort respecting American law one should 
remember tliat he is dealing with a large number of independent 
sovereignties. He should also recognise that the legality of 
a tax, so far as it is affected by the purpose for which it is 
levied, depends upon the accepted ideas respecting the proj)er 
functions of government, and on this accoimt may vary from 
time to time. The courts are obliged to take into considera- 
tion the new ideals entertained by the people as well as the 
precedents from previous decisions. The limitation in ques- 
tion, therefore, is u|)on analysis found to be nothing more 
than a guarantee that the taxing power shall not be employed 
for any purj)ose except one of common interest, and to which 
the body of the people has fully and finally committed itself; 
and the service rendered by courts in assuming to check the 
action of legislative bodies in extreme cases is, in reality, 
nothing more than the protection of the [)ul)lic against its 
own enthusiasms. Tt was never intended that ihe legal priiv 
ciple which asserts that the taxing power should be employed 
only to procure revenue for public purposes should act as an 
obstacle to changes in the social and industrial structure of 
society. 
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(c) The taxing power is further limited by the claim that 
its exercise must pertain to the grade of government by which 
or for which it is put into operation. This principle has no 
very definite meaning except it be applied to sonic particular 
State. In the United States, as has been already remarked, 
the governmental functions are divided between the Federal 
State, the comnionwealtlis, the municipalities, and tlie minor 
civil divisions. To each of these is assigned a definite set of 
functions, and the idea underlying the limitation of the exer- 
cise of the taxing power above stated is that each grade of 
government has the right to exercise the taxing power in 
such form and to such extent as may he necessary for the 
satisfactory performance of public functions assigned. The 
reverse of this statement is also true, that each grade of 
government should be protected in the exercise of its taxing 
power against the encroachments of the other grades of gov- 
ernment. The practical application of this principle has not, as 
yet, been very fully developed, but, as will be made clear 
when the existing system of local taxation in the United States 
is subjected to critical analysis, it is a principle upon which 
continually increasing reliance must be placed. Harmony 
and symmetry in the taxing policy considered as a whole are 
essential to a sound fiscal system, but there is no possibility 
of attaining such harmony and symmetry until the respective 
rights of the various grades of government in matters of 
taxation are more perfectly worked out. 

(d) The taxing power cannot be exercised, in the fourth 
place, $0 as to encroach upon the established rights and privi- 
leges of citizens. The chief effect of this principle is to re- 
strain the commonwealths from imposing burdens or restric- 
tions upon the citizens of neighbouring States which they 
do not impose upon their own citizens. The depository of 
this right is the Federal Constitution, and it is to the Federal 
courts that any vState must look for protection against the 
improper use of the taxing power by another State. Its 
necessity and its sanction is the fact that it is essential to 
the existence of the national government. Tims the Federal 
Constitution guarantees the citizens of each State the privi- 
leges and amenities of the citizens of every other State. No 
discrimination can be made in the framing of tax laws unless 
it can be clearly shown thal, as a result of a formal dis- 
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crimination, greater equity is secured as between those who 
are called upon to make payment than would otherwise be 
the case. A discriminating license tax, for example, upon 
the citizens of other States, or of other localities within the 
State, is not permitted, for these are assumed to have paid 
taxes where they live; special taxes upon peddlers, on tlie 
other hand, not living in the State are regarded as lawful, 
since othenwise these citizens might be free from the payment 
of any tax whatever. The purpose of the principle under con- 
sideration is to maintain equality of opportunity without 
regard to residence or occupation, and any apparent discrimi- 
nation necessary to the attainment of this end is not conceived 
as contravening the i)rinciple eniniciaie<l. The limitation 
upon the exercise of the taxing power here laid down is 
coming to l)e an increasingly important one in view of the 
development of interstate commerce. The truth is that com- 
mercial relations no longer have regard to political jurisdic- 
tion, and on this account the framing of a satisfactory system 
of local taxation is exceedingly difficult. This legal principle, 
like the one just referred to, will be held constantly in mind 
when the existing system is subjected to critical and, we 
trust, constructive examination. 

(c) It is further stated as a limitation of the taxing power 
that it cannot ])e exercised so as to impair the obligation of 
contracts. This is simply a special application of the general 
law as found in the Constitution of the Federal Government 
and of the several States. An exhaustive discussion of this 
principle will be found jn all the text-books upon tlie law of 
taxation. It is of too technical a character to receive con- 
sideration in this treatise, and on that account we must rest 
satisfied with the mere statement of the principle itself. 

61. Concerning the Duty to Pay Taxes. — The duty to 
pay taxes is one that is owed by the citizen to his sovereign. 
7'his is the fiscal expression of a fundamental political relation, 
and the first conclusion to be drawn from it is that no 
sovereign is at liberty to look to a foreign people for any por- 
tion of orderly revenue. The purpose of charging the cost 
of the home government upon the subjects of a foreign .State 
is not only immoral in itself, but it is contrary to the spirit oi 
international comity, which al, the present is about all the 
** cosmopolitan State has to rest upon. Moreover, it is bad 
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international policy, for it overlooks the fact that good govern- 
ment in a neighbouring State is one of the essential conditions 
for the enjoyment of good government at cheap cost in the 
home State, a fact which leads to the conclusion that the 
money which a foreigner can justly be called upon to pay 
for the support of government is most judiciously expended 
when paid for the support of an efficient administration in 
his own State. Yet a further consideration rna^y be urged 
against the purpose of attempting to throw the burden of 
the home government upon the sut)jects of a foreign State. 
Such a purpose would undoubtedly lead to retaliatory laws. 
The evils and bitterness of feeling which would be sure to 
arise from such a state of affairs far outweigh any fiscal ad- 
vantage to either party ; and, in case the laws of each nation 
are equally effective, it is clear that neither party would be 
permanently benefited. We may, therefore, conclude, without 
discussing the conditions under which it is possible for a 
government to obtain revenue from the sulqects of a foreign 
State, that the duty to pay taxes exists solely between a citi- 
zen and the State to which he owes allegiance, and that the 
endeavour to collect revenue from a foreign country not only 
rests upon an immoral purpose, but it is unsound from the 
point of view of international comity and incapable of success 
as a fiscal policy. 

The fact that the financier must look to persons and pro- 
perty within the jurisdiction of the government whose affairs 
he administers presents one of the most difficult of the formal 
questions that arise in connection wjth the general subject of 
taxation. Were it true that all subjects lived within the juris- 
diction of the government which grants them citizenship, and 
that all of the commercial relations from which men draw an 
income were limited to the jurisdiction of a single sovereignty, 
there would be no reason, so far as residence or the situation 
of property is concerned, why the theory of taxation whicli 
levies payments upon persons and property could not be 
easily realized. But such is not the fact. Citizens pass 
freely from one jurisdiction to another, and it cannot be as* 
sumed that the income whicli they enjoy accrues from a 
business or from property lying wholly within the jurisdiction 
of a single sovereignty. TI]e difficulties to which this situa- 
tion has given rise are, first, the evasion of a duty to pay 
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taxes by virtue of a foreign residence^ and, second, the dupli- 
cation in the levy and assessment of taxes by virtue of the 
fact that a citizen may be called upon to make payment where 
he lives, while his property is assessed for payment where his 
property exists. It will add to our appreciation of the con- 
ditions under which a successful revenue system must be 
administered if we consider for a moment these two classes 
of difficulties. 

(i) Difliciiliics of Administraiion due io Foreign Residence . — 
The simpler of these questions pertains to the various rela- 
tions existing between the subject and tlie sovereign on 
account of residence, dliese relations arc three in number 
and are as follows : 

(rt) A citizen may have his domicile within the State to 
which he owes allegiance and draw his income from a property 
or from a business within the same jurisdiction. This is the 
simplest of all relations and in theory at least presents no 
difficulties. Under such circumstances a citizen must pay 
whatever personal tax is levied ; he must also pay all taxe.s 
imposed upon his property. There is here no possibility of 
evasion or duplication, except of course it be traceable to 
the bad intent of the citizen in declaring his property, or to 
the negligence or ignorance of officers in administering the 
laws. Any evasion or duplication under the conditions as- 
sumed cannot be charged to the system. 

{b) The subject of the. State may, in the second place, 
live outside the jurisdiction of the State to which he owes 
allegiance. A citizen of tlie United States, for example, may 
live abroad, or an individual who has property in one State 
may be a citizen of a neighbouring State. In this case the 
duty to pay taxes according to the estal)lished rule depends 
upon the kind of property from which the citizen in question 
derives an income. The rule is that personal property follows 
the domicile of the owner, and no tax can be imposed l)y the 
home government so long as the citizen maintains a foreign 
residence. This, however, is the formal statem^jnt of a general 
practice. Quite a number of modifications have been intro- 
duced in order to prevent the evasion of the duty of paying 
taxes by the judicious selection of residence. If the property 
from which a citizen secures an income is real rather than 
personal, it will be taxed at its situs regardless of the residence 
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of its proprietor. If the income arises on account of a busi- 
ness that has a legal situs, as, for example, a corporation, the 
State levies its tax directly upon the corporation. The form 
which the corporation tax assumes is of no importance. It 
may be upon the capital stock outstanding, it may be upon 
gross earnings, or it may be in the form of a franchise tax; 
in any case the theory is that he who has invested liis money 
in a corporation is taxed in the tax to the corpejration. It 
may be that the business from which a foreign resident se- 
cures an income exists within the jurisdiction of the State 
in the person of a trustee or an agent, in which case the tax 
upon the business is left against the legal representative of 
the proprietor. Or, finally, it may be tliat the income en- 
joyed by the foreign resident accrues to him. as interest from 
investments in government lionds, in which case the tax, or 
an eciuivalent for the tax, was taken at the time the govern- 
ment sold its bonds, since, on account of the clause which 
exempts sucli obligations from tax, the price paid was higher 
than the commercial capitalization of the income. It thus 
appears that, in theory at least, a citizen cannot evade the 
duty to pay a tax on account of the fact that he resides 
cither temporarily or permanently in a foreign country. 

(c) The third relation which the subject may hold to the 
sovereign in the matter of taxation presents itself when the 
subject of a. foreign State, living outside the jurisdiction of 
the home government, may have availed himself of some of 
tlie public agencies of the home government, hor example, 
a foreign suliject living abroad may be a party to a suit in 
the courts of the home government. In this case he is 
charged the fees and expenses which arc properly regarded 
as a form of public revenue. Or the subject of a foreign 
government living abroad may fall heir to property wliich 
makes part of the wealth of the home State. Under such 
circumstances it is not at all uncommon for the govern- 
ment to impose a special inheritance tax upon property pass- 
ing out of the jurisdiction of the State. The defence of such 
a tax is that, by the transfer of property to the subject of a 
foreign State living abroad, the taxable basis of property 
is reduced, and the orderly income of the State is thereby 
decreased. In order to make good this loss the government 
feels justified in imposing a tax upon the legacy equal to the 
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capitali7ation at the current rate of interest of the annual tax- 
proceeds of the property. 

The relationships here portrayed might be increased in 
number by assuming the reverse conditions of the different 
cases. Rut it is not necessary to present in detail such cases. 
A fundamental principle is involved, namely, the principle 
of international comity. For all practical purposes it may be 
assumed that the ordinary governmental services rendered 
by one wState to the citizens of another for which no direct 
payment is demanded will be balanced by analogous services 
rendered by a foreign State to the citizens of the home State. 
In so far as property is the object of taxation rather than 
persons it may be said that the citizen residing abroad who 
receives benefits from the foreign State for which he does not 
make explicit payment, has place<l the property from which 
he derives an income at the disposal for taxing purposes of 
the home government in order that the foreign citizen may 
receive corresponding services from his own government. 
Moreover, the personal and property taxes do not exhaust 
the list of possible taxes. Besides these there exist those 
taxes which find their way into the price of consumable com- 
modities, and these are paid by him wlio consumes tliem, 
regardless of his domicile or the situs of his property. It 
thus appears that the duty to pay taxes is universal, that it 
is a duty imposed uj)on him who receives the benefits of 
government, but that in order to secure this payment it is 
not always necessary to follow the individual from whom 
finall}^ the payment comes. Certain modern governments do 
attempt to tax foreign subjects residing within their jurisdic- 
tion, l)iit such attempts can only be successful so long as they 
arc followed hy insignificant results. Indeed, the tlieory of 
securing payment immediately from individuals is one that, 
in the complex condition of modern society, and in view of 
the free migration among modern peoples, is impossible of 
realization. 

( 2 ) Difficulties of Administration due to Diffusion of Busi- 
ness Interests .- — The other side of this difficulty presents itself 
when one considers the fact that commercial relations extend 
beyond the jurisdiction of the taxing body. This is one of 
the incidental results of the development of a worUrs market, 
of the rise of corporate enterprises, and of the tendency to- 
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ward the establishment of great industries. An illustration 
will make this matter plain, which, for purpose of explicit 
statement, we confine to the political organization of the 
United States. A railway in this country may extend through 
several States, and even within the boundaries of a single 
State it may come under the fiscal jurisdiction of a con- 
siderable number of minor civil divisions. Now it is clear 
that much confusion may arise on this account, and that 
evasion of payment as well as duplication of assessment may 
result from such lack of organization. 

An insurance company also, to cite another illustration, 
may have its local residence within the jurisdiction of one 
State, and it will probably write policies in many noighboiir- 
ing States. In this case, as in the case of interstate coni- 
rnerce, the income is due to transactions w'hich the cor- 
poration has with citizens of a foreign jurisdiction. Should, 
now, the home jurisdiction impose a tax upon the franchise 
to its full value, and the neighbouring States impose a tax 
upOTi the earnings of the corporation arising from business 
relations with their citizens, it is clear that the corporation 
in question would be subject to double taxation. Without 
inquiring as to whether this is just or not it is a sufficient 
criticism that in this manner the revenue system as a whole 
is seriously embarrassed. 

Yet another illustration of confusion and possible dupli- 
cation in the application of taxing laws under the conditions 
described is found in the debit and credit relations existing 
betw^een subjects of the several States. A citizen of one State 
may, for example, loan money to a citizen of another State, 
and secure the loan by taking a mortgage upon property. 
If, now, he is taxed upon the mortgage as personal property 
by the government to which he ow'cs allegiance on account of 
residence, and the borrower of the money is taxed upon the 
value of the land mortgaged wnthout deduction for the debt, 
it is clear that the property, that is to say, the land mortgaged, 
is taxed at a figure in excess of its true valuation. 

It is not designed at this time to discuss the question of 
corporation taxes or of duplicate taxation arising on account 
of mortgages. Sufficient has l)een said to make clear the 
fact that modern industrial conditions have outgrowm the old 
revenue system which rested upon the assumption that both 
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persons and proi)^rtv to the jurisdiction of the 

government to which owe the duty of payment. Our 
general conclusion, howler, will not be modified by the con- 
sideration of these questions. The duty to pay taxes is one that 
the citizen owes to hiS o^n government, but it is not neces- 
sary for the government, in securing the fulfilment of this 
duty, to follow the citizen in residence or the property in its 
situs. It likely that the future revenue laws will consider 
the commercial activity of property rather than its situs as 
the basis of payment. 

62. Principles of Tax Exemption. — Closely connected 
with the question of the duty to pay taxes is the (piestion of 
tax exemptions. There is one fact respecting this question 
which may be stated without fear of contradiction ; it does 
not lie within the idea of constitutional government that 
any citizen should be exempt from the duty of contri- 
buting to the support of the State on personal or class 
considerations. In this regard the conditions which existed 
in France previous to the French Revolution, when all taxes 
were imposed upon the third estate, the clergy and nobility 
being exempt, have entirely ])assed away. Such exemptions 
as exist at the present time must rest on grounds of general 
expediency, and be capable of expression in some rule of 
general application. No question respecting taxation has 
been the subject of fiercer controversy than this one of exemp- 
tions, a fact wliich in itself shows how clearly public opinion 
recognises that the duty to suppoit the State is universal, 
and that government isjiot at liberty to show favours in the 
levy of taxes. Tax exemption must apply to some condition 
or quality of property, and not to individuals or classes. 

Looking at matters as they exist at the present time, it 
appears that tax exemptions rest upon one of tliree con- 
siderations. A mere statement of these considerations will 
probably secure for them general approval They are as 
follows : 

lorst. The State should not tax itself. Jt has no reason 
to tax itself, nor could such a procedure influence in any way 
its real financial standing. The apparent income might, it 
is true, be increased by this means, but the real income would 
in no manner be affected. All property belonging to the 
State, thi^efore, as well as all instruments or agencies em- 
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ployed exclusively by the State performance of its 

delegated functions, should be exemgjllrom taxation. 

The above rule does not require dhat salaries of public 
officers should be excluded from the'rplls of an income tax. 
Thus the Federal income tax of 18.61, as also the income 
tax of 1894, recognised no difference between the salaries 
of F'ederal officers and the earnings of the professional man 
or the profits of the business man as a basis for imposing 
the tax ; and the laws referred to followed in this regard the 
general practice of European states. The reason for making 
a distinction between public property and the salaries of pub- 
lic officials lies wholly upon the surface. The property is for 
the use of the public and discharges its duty to the jiublic 
by being used for a public purpose; the salary of an official, 
on the other hand, is for his private expenditure as a citizen. 
The fact that a salary is compensation for a public service 
does not change its private character. Like the fee of a 
doctor or lawyer, or the profits of a merchant or manufacturer, 
it constitutes a fund for domestic expenditure. 

A further consideration in support of this conclusion may 
be added besides the one which arises from an analysis of the 
nature of the income. Assuming the salaries of public offi- 
cials and the incomes of citizens engaged in private pursuits 
to have been properly adjusted prior to the tax, the 
exemption of officials from the rolls of an income tax 
would tend to disturb established relation between the 
various classes of income. It would be equivalent to a 
rise in the salaries of public officials. It is of course true 
that were the tax in (juestion permaifent, so as to be rightly 
considered a fixed charge on income, an exemi)tion of public 
officials might ultimately result in a relative decrease of public 
salaries; that is to say, the tax Avould be borne by this class 
of citizens, although their earnings would not be listed among 
taxable incomes. As the income tax is used by modern 
States, however, it cannot become a permanent charge at a 
fixed rate, and on tin’s account it has come to be the general 
practice of nations to refuse to exempt the salaries of paid 
officials from taxation. 

A curious case arises in the United States in connection 
with the taxation of salaries of public officials on account of 
the peculiar relatioi]. which exftts between the Federal Govern^ 
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merit and the State governments. It is very properly as- 
sumed by the courts that neither grade of government should 
be jeopardized by any act of the other. Each is sovereign 
within its own jurisdiction, and the integrity of the State as 
constituted demands the continued exercise by each grade 
of government of all powers and privileges with which it has 
been intrusted. Reasoning from this premise, it has been 
held that the salaries of officials paid by one grade of govern- 
ment cannot be taxed by the other, since, in view of the fact 
that the power to tax is the power to destroy,” tliis would 
give to either government tlie power to destroy the agencies 
by which the other is alone capable of performing its public 
duties or of continuing its active existence. Witli this ex- 
ception, however, salaries of public officers are subject to 
taxation. 

The query may arise, in case a government is engaged in 
an industry which competes with a private industry, if it 
would be just to a private industry to impose a tax upon it, 
while the public industry is exempt from taxation. Such an 
exemption would without doubt be unjust were the State to 
administer the industry in all respects as it would be ad- 
ministered by the private corporation. But, as has already 
been pointed out, it is impossible for the vSlate to ignore the 
fact that it is the depository of the sovereign power, and that 
it stands for the common interest of all tlie peoj)le, even wlien 
it undertakes tlie management and the control of the indus- 
try. The competing industry under private management, 
therefore, need not fear the competition of the State, even 
though public capital be exempt from taxation, provided 
only that the priiicii)les laid down for the conduct of a public 
business be conformed to. There is no necessity, therefore, 
for the purpose of securing equity l)etween the Slate and its 
competitors in a business that the former should tax its own 
instruments of production. 

It is common for States to exempt from taxation the bonds 
which they issue, the exemption being m^ade a part of the 
contract between themselves and the public creditors. This 
provision has been subject to much criticism. Its defence, 
however, lies in the fact that a bond which guarantees per- 
petual exemption from taxation will bear a much higher price 
than a bond subject to the uncertainties of subsequent taxa- 
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tion. It is usually the case when bonds are issued that the 
government is in pressing need of funds, and on this account 
it is deemed wise to draw the contract in such a manner that 
the bonds will sell for the highest possible price. 

Second. The second consideration asserts that ]>ropcrty 
which is believed to assist the State in the fnlfdment of 
its public functions should be exempt from taxation. 
There is here introduced for the first time a very im- 
portant consideration. In matters of taxati(m th^ financier 
is obliged to recognise the actual condition of public 
opinion. This opinion may rest upon a satisfactory 
basis or it may not. The fact of its existence is for some 
purposes sufficient to control the judgment of the financier; 
for it must be remembered that he desires, next to the at- 
tainment of a system of ecjuitable taxes, a system that will 
work smoothly and efficiently, ajid on this account the deep- 
.seated prejudices f(.)r or against any particular suggestion will 
ever remain an important consideration in the drafting of tax 
laws. 

Applying this princij)le to the case in hand, it follows that 
church proj)erty, property of educational institutions and in 
general of all corporations or associations whi(‘h are engaged 
in religions, educational, or philanthropic enteij)ris('s, shonld 
he exempt from taxation. There is, however, this limitation, 
which is manifestly just, that the exem|)tion attaches only 
to such property as is strictly used tor the purposes named. 
In case of a church society, for example, its house of worship 
would be exempt froTii taxation; but if tlie society in its cor- 
porate capacity own productive ])r()pcriy from wliich it derives 
a revenue, sucli pro])erty would be subject to taxation. 

Ihird. d1ic State shonld not tax capital regarded as es- 
sential for extending the source of future income. It will 
be remembered by referring to the Introductory Ch.a[)tcr of 
this treatise that one of the fiscal axioms laid down asserts 
that a sound revenue system will not im‘|)air the patrimony 
of the State. This third class of exemptions is bnt an appli- 
cation of this general principle. Tl.e duty of the financier 
IS not limited to the getting of revenue, but he h obliged to 
get revenue in such a manner that the source from which 
is derived shall never be exhausted. Tie must hold in 
m.ind the needs of the future •as well as ( vf the present, and 
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is therefore debarred from employing the taxing power in 
such a manner as to dry up the springs of present revenue 
or to hinder the development of an enlarged supply. 

One of the most common facts in connection with modern 
systems of taxation is the exetnption of incomes and property 
below a certain amount, and many financiers justify this 
exemption on social considerations. It is not right, they say, 
to call upon a citizen to contribute to the budget of the State 
until the iiecessary domestic budget has been provided for. 
Without admitting any man's right to live in the modern 
State without contributing to its support, a modified appli- 
cation of this principle may be defended on purely fiscal 
grounds. The surest source of juiblic wealth is a lively hope 
and a healthy exjiectation on the part of the great body of 
citizens, and in so far as exemption of low incomes and small 
salaries from taxation induces to the conditions from which 
this hope springs such exemptions will tend to the expansion 
of a nation's wealth. If this be true the exemption of small 
incomes from direct taxation, as also of the property of 
those who relatively are poorly able to pay for the support of 
the State, must ultimately result in the development of a 
source of wealth from which the State may expect to derive 
an increased revenue. 

Another application of this same principle is found in the 
exemption from taxation of mechanics' tools. These are 
not only the means of his livelihood, but they are the means 
by which he secures funds to pay his share for the support 
of the State. Their possession is an essential part of the 
ability of the workman to gain a livelihood, and for that 
reason are exempt from all ordinary liens and attachments. 
These two illustrations indicate the reason for this third class 
of exemptions. It is not conceived that the needs of a govern- 
ment can ever become so pressing as to warrant the levy of 
a tax that will depress the wealth of the nation or impair 
the ability of citizens to secure, an income* 
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The question of apportioninent of taxes leads to a con- 
sideration of the relative duty of citizens to pay for the sup- 
port of the State. The student is not left entirely to 
speculation respecting this subject. As has been already 
pointed out, it lies in the nature of a tax. and of the political 
conditions in which taxation ])rescnts itself as an important 
public problem, that payments for support of the State should 
be equitable as between citizens. The principle of apportion- 
inent, therefore, according to wdiich this duty is assigned, 
must recognise all those complex relationships which modern 
philosophy finds in the phra.se political equity. 

53. Special Reasons for Equitable Apportionment. — No 
argument is needed to enforce the conviction that taxes 
should be apportioned on the basis of equity, but a few 
words may be added to render yet clearer the nature of this 
necessity. The power to tax is a sovereign power, and its 
exercise should be equitable for the same reason that every 
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act of government should conform to what is fair and just.* 
Now that the personal sovereign is no longer a menace to 
the rights of the people, the importance of relative justice 
as between citizens is the strongest apology for popular 
government. This demand for ecjuity, tlierefore, finds its 
ultimate sanction in the structure of the State itself, and when 
used in connection with taxation it is merely an application 
to a specific case of a fundamental conception respecting 
popular government. 

It is possible, however, to discover a more commonplace 
reason for an equitable distribution of payments. Taxes are 
frequently spoken of as burdens, and there is no objection to 
such a use of language, provided the phrase is employed in 
the same sense as when speaking of any of the necessary items 
of expenditure in the domestic budget. If the payment of a 
coal bill or the quarter’s rent be a burden, then is the pay- 
ment of a tax a burden. Using the phrase in this sense it 
is clear that the payment of any definite amount, the various 
expectations from life due to a customary standard of living 
being for the moment dropped from view, is felt to be a 
burden in proportion to the size of the fund from which it is 
made. The burden of a payment is measured by what is left 
after the payment, rather than by the amount paid. It is 
the surplus over the necessary expenditures of life which 
minister to the developing, and therefore the most keenly 
sensitive, wants. I’his is the explanation of the universal 
opinion that where fortunes vary equal payments would not 
be equitable as between citizens ; and the commonplace argu- 
ment for equity in matters of taxation, to which reference 
was made, rests upon the assumption that the relief to 
him who fails to pay his just share is not as great as the 
burden which this relief imposes on some other meml^er of 
the community who on this account pays more. Equity in 
the apportionment of taxes, therefore, reduces the burden for 
the support of the State to its minimum, just as a scientific 
adjustment of straps and buckles by which a knapsack is 
slung to a soldier's back makes the load carried as though 
it wTre light. t It thus appears that a just system of taxation 
is equivalent to economy of social energy, from which it fol- 

* The student of course reco^n’ses this as coming from Mill. 

f A common simile of German writers. 
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lows that the principle according to which taxes are appor- 
tioned may have a very direct bearing upon the rate of social 
development. 

The alcove thought may be pressed yet a step further by 
showing more specifically how equity in. the levy of taxes bears 
upon the development of a nation's industries. A payment 
of any sort works its way into industrial conduct through the 
incentives to industry resulting from the satisfaction which 
follows the payment in question. The labour which will be 
undertaken in the future depends in large measure upon the 
degree of satisfaction resulting from the labour of the past 
This, tempered, perhaps, by the instinctive hopefulness of 
mankind, is the fundamental law of industrial conduct. Is 
it not, then, clear that an inequitable apportionment of taxes, 
'which deprives him who pays too much of more satisfaction 
in the expenditure of his income tlian it arlds to that of him 
who pays too little, results in weakening the aggregate of 
the motives to industrial activity ? Thus the universal ex- 
perience of nations, that one of the surest ways to encourage 
industry is to adjust the fiscal system to the demands of 
equity as l)ctwccn citizens, finds upon analysis a psycho- 
logical basis. 

There are, then, three reasons why ecjuity should control 
apportionment. It is demanded by the accepted govern- 
mental princi|)lcs of free states ; it is essential to the economy 
of social energy; and it is important as a means of present- 
ing motives to industry in the most effective manner. 

54. Analysis of the Rules of Apportionment. — It is 
one thing to conclu'de that equity should give character to 
apportionment; it is quite another to discover an intelligent 
and at the same a workable rule for the attainment of this 
end. Some progress in this direction was made when con- 
sidering the theorist's definition of a tax, since it w^as there 
sliown that a tax could be considered neither as the price 
charged for public service nor as an equivalent paid for value 
received. On tlie other hand, it was concluded that a tax 
is a contribution to a common fund designed for a common 
end. Manifestly, the principle of apportionment adopted will 
ally itself to the accepted conception of a tax ; and we might, 
therefore, in strict logic, proceed at once to inquire what 
theory of apportionment is bound up in the statement that 
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a tax is a contribution. This, however, would exclude cer- 
tain considerations capable of throwing considerable light 
upon a difficult problem. It would also result in an opinion 
arrived at from theory alone, ignoring those practical con- 
siderations which so largely control in matters of finance, 
and wliich do not present themselves until one begins to 
trace the conse([uenccs that follow the application of the prin- 
ciples adopletl. 

(i) A pporliimmcnt and the Cost Theory of Taxation . — A 
moment’s consideration is adecpiate to show that the duty to 
pay for the support of the v^tate cannot be assigned to citizens 
according to the cost to government of the service rendered. 
The fact that this cost cannot l)e s])ecialize(l is of itself linal 
against such a rule. IVotection, for example, consists in 
creating and maintaining' a condition of security in society, 
and its cost cannot l:)e divided up an<l parcelled i)nt. d'he 
law undertakes to arrest and })unish every criminal, no matter 
what the cost may be, neither as an act of retribution nor 
to enable him who sufTered the wrong to enjoy revenge, 
but because every miscarriage of the law tends to destroy 
the conditions under which life is secure. “ The value of 
government to any man is pro[)ortioned to tlie complet(.me.ss 
of the protection it extends to all men. If it undcrt<)(dv to 
protect only tliose who conlnl:)Ute to its cost, it would thereby 
breed lawlessness and invite anarchy.'’ 

The error underlying the rule that taxes should lx:: appor- 
tioned to cost is further sliown by af){)lylng it to the protec- 
tion of property. All |)roperty is not of the same sort in 
tliat its j)rotection does not occasion tlie same expenditure. 
More litigation, for exam])le. arises respecting pro|)ert:y that 
exists in the form of a patent privilege, a franchise, or any 
sort of a grant whatever, than is the case respecting property 
open for investment to all who possess free eai:)ital. The 
State could not, however, on this account im])OSC lieavicr 
burdens upon it than upon ordinary property. A better illus- 
tration may l)e given ; Security of property depends in large 
measure u]>on the enlightened self-interest and moral sense of 
the community in which it exists. Where the grade of intelli- 
gence is low the cost of protection is high ; where the grade of 

* Cooley, Principles that should Govern in the Pramim^ of 'Fax Laws, 

p. 5. 
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intelligence is high the cost of protection is low ; but, provided 
two such communities have intercourse with cacli otlier, it 
is of as much importance to the community where property 
is secure that property be protected in the community where 
it is exposed to danger, as that its own property should be 
guarded- Here, again, as in the case of protection to life and 
limb, the end of government is to maintain a condition of 
security, and it is easy to see that the protection of property 
on the borderland of attack is essential to tlie security of that 
which on account of its situation is relatively less exposed. 
The rule of apportioning taxes according to cost is not 
capable of realization. 

Moreover, the theory on which it rests fails to har- 
monize with one’s ideas of equity and justice as between 
different classes of property or property differently located. 
It is not fair that property which already carries a burden 
on account of the fact that from its nature or condition it 
is insecure should be imposed with unusual taxes, when its 
protection is essential to the security of all property in the 
community. To apply the ])rinci])le of cost in the levy of 
taxes would be to call for heavy payments from the weak 
in order to render small the [)aymenls from tlie strong; and 
since the [)ayment is a coerced and not a voluntary payment, 
such an assignment of the duty to support the State cannot 
be regarded as equitable employment of public authority. 

No government, so far as the writer is aware, undertakes 
to apply strictly the rule of apportionment now under con- 
sideration. Rut there are many instances in whicli the prin- 
cij)Ie of cost is permitted to shape in a very marked degree 
financial policy. Indeed, a survey of the taxing system of 
modern states offer some warrant for the generalization that 
according as a people has emerged from feudalism at a re- 
mote or recent date, so will be the extent to which taxes 
are apportioned on tlie basis of cost. In England at least, 
where feudalism was abandoned in the sixteenth century, 
very little is known of tlie specialization of public services; 
while German peoples, from whose administrative regime the 
influence of feudalism has not yet passed away, consciously 
recognise the rule that payment for the support of the State 
should be adjusted to cost. The classifications of service 
which permits the theory of specialization to be realized are 



326 


THE PRINCIPLE OF APPORTIONMENT. 


both interesting instructive. The one here iS 

taken from the Austrian writer, von Hock. According to 
von Ilock the services of the State are regarded as embraced 
under three classes, as follows : 

First. Every one who acknowledges himself as a loyal sub- 
ject of the government enjoys from the State protection of 
person, the care of the State for safety, and for the preserva- 
tion of general order, for cleanliness, and freedom from 
disease; he enjoys also the dignity and sense of importance 
which comes with tlie strength and reputation of a nation, 
and avails himself also of the privilege of carrying on an 
industry, trade, or profession within the State which would 
not be possible except the State exist. These and other like 
services are personal and direct. They are rendered to rich 
and poor alike, and should on this account be made the basis 
of the personal tax. 

Second. Whoever has possessions in a State and invest.s 
his property in an industrial calling enjoys the |)rotecti<m of 
the State for his property and his industry; tlie courts enforce 
legitimate contracts and guard him against all fraudulent 
procedures ; he enjoys the advance in the value of pro|:)erty 
that accrues on account of the growth of society ; or, without 
further specification, reducing all these services to a common 
basis, each citizen enjoys a given income under the protec- 
tion of the State and in part because the State exists. This 
class of services is made the basis of the income or proj)erty 
tax.. 

Third. In addition to the above there are a large number 
of special and peculiar services which the State renders to 
individuals. Public education, the building of highways, the 
transmission of news, the conferring of honours, the recording 
of inortg-agcs, and the like, are illustrations of tlic services in 
question. Being special in their character, they should, ac- 
cording to the purchase theory of taxation, be made the 
basis of a special payment."" 

Should one insist on proceeding from the quid pro quo 
theory of taxation he probably could not find a bettor classi- 
fication of public services for that purpose; a good classifi- 
cation, however, does not set aside the errors in theory or the 


* Die oeffenilichen Ahgahen und Schulden. pp. 15, r6. 
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difficulties in administration incident to this conception of 
taxation. 

(2) Apportionment and the Benefit Theory of Taxation , — It 
has also been the claim of many writers tliat taxes should be 
apportioned on the basis of tlie value of services to citizens. 
This is the principle of apportionment corresponding to the 
benefit theory of a tax. Among the practical results of an 
atteini)t to ajiply the value theory of apportionment would 
be the imposition of excessive taxes uj)on those who are least 
able to support them. It is undoubtedly true that the guar- 
dianship of a just government is ap|)rcciated most intensely 
by those who are least capable of protecting themselves. 
As stated by President Walker, “ those wlio derive the 
greatest benefit from the protection of the State are the 
poor and the weak — women and cliildren. and the aged; 
the infirm, the ignorant, the indigent.'’ * Not only is this 
true of the original and fundamental functions of govern- 
ment, that is to say, tlie protection of life and property, but 
it is equally true, indeed in a more marked degree true, of 
the higher activities of later appearance, such as education, 
recreation, guardianshij) against the deteriorating inlliience of 
unregulated competition, and the like. It thus becomes clear 
that to apply tlie principle that taxes should be paid in pro- 
portion to tile value of service would destroy the conditions 
which alone justified the State in undertaking the service 
in the first place. If taxes for the sujiport of schools, 
for example, should be levied to citizens in proportion to 
the value to them res{)ectively of tlie jiulilic-school system, 
as estimated liy citizens of varying 'incomes, no sound reason 
could be urged why the State siiould undertake to provide 
public schools at all. It is because the education which the 
rich will naturally provide for their children may, with a very 
slight addition to the cost, be made the common possession 
of all classes that the State assumes the support of schools. 
It may be urged that the poor should pay for the increment 
of cost arising from the extension of facilities for instruction ; 
but to call upon them for payment in proportion to their 
estimate of the value to tliem of a system of free schools is a 
reductio ad ahsurdum. It would cause the schools to dis- 


* Politictii EiOtiOTfty , p. 49^. 
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appear, yet this is what the benefit theory of taxation logi- 
cally applied would lead to. 

The theory of apportionment now claiming attention will 
be recognised as unsound if, in addition to noting its prac- 
tical results, one observes that it calls for an estimate of 
what is beyond estimate or for which there is no comparative 
basis of estimate. Government is essential to civilized exist- 
ence and there is, therefore, no basis for calculating the value 
of the services which it renders. “ If government/’ says 
Judge Cooley, “ were something to be taken up or dispensed 
with at the option of individuals, that method of estimation 
would take on a different appearance; but when the existence 
of a government in some form is confessedly something al- 
ways to be assumed, it is clear that there can be no basis 
for an estimate of its value as compared with that condition 
of things in which there should be no government at all. It 
is true that if a theory valuable for practical application can 
be deduced from any imaginary state of things, there is no 
reason in the baselessness of the assumed facts to preclude 
our availing ourselves of it. The theory tliat government is 
founded in contract may answ'er a good purpose, tliough 
historically it is baseless. But so long as it is impossible 
to estimate the relative value of government to person and 
property, and impossible to collect taxes according to it if 
the estimate were practicable, it is manifest tliat any theory 
of taxation drawn from an impossil)le comparison of a state 
of society under settled government with an imaginary state 
of things when no government exists must be absolutely 
without practical value.” * 

(3) Apportionment and the Contributory Theory of Taxa- 
tion . — It is hoped that the foregoing considerations Iiave 
served to impress upon the reader the conception of soli- 
darity in modern society, and of common interests wliich do 
not admit of segregation either as a cost to the government 
or a value to the citizen ; for it is under the influence of 
this conception that the true theory of apportionment must 
be developed. A tax is a contribution from private funds 
to the public purse, and the principle according to which 
the government should determine for each the amount of 

* Cooley, Principles that should Govlrn in the Framing of Tax Lawt^ 

p. 4‘ 



ANALYSIS OF THE RULES. 


329 


his contribution is found in the expression that each citizen 
should pay for the support of the State in proportion to his 
ability as compared with the ability of others. 

Should one ask why ability is accepted as the basis of 
apportionment, perhaps the most satisfactory reply would be 
that it approves itself to the moral sense of men in all cases 
where common expenditures arc met by means of contrilm- 
tions. A church, for example, in which the sen.se of duty 
in the matter of payments is more highly developed than in 
any other voluntary association holds it as a common law of 
religious sentiment that the rich member should pay more 
for common ends than the poor member; and tlic measure 
of his greater payment is his ability, all things considered, to 
bear the payment. I'liis is the New Testament doctrine of ser- 
vice, and its acceptance as a canon of taxation shows that the 
modern science of finance recognises one of the fundamental 
principles of Christian ethics. Not alone in the church is 
this rule of vscrvice recognised, hut in all voluntary associa- 
tions, whether temporary or permanent, it is admitted as a 
principle of action, jirovided only the association acknow- 
ledges a solidarity in the interests of its members,''' It may, 
then, be asserted without further comment that the rule of 
apportionment which calls for the levy of taxes according 
to the ability of citizens to pay finds its sanction in the 
moral sense of the community, and this in all matters of 
social rights and scX'ial duties must 1 )C accepted as final. 

The incjuiry mav perhaps l)e raised, in view oi the fact 
that the contributory theory of a tax was not grant('(l ap- 
proval until comparatively recent tunes, whether modern 
peoples arc intliicnced by finer conceptions of justice and 
equity than was the case in the past. 1 his may possibly be 
true, but tlie acce|)lance of the principle that taxes^ should 
be levied according to ability, in place of the * cost 01 the 
“benefit” theory of apportionment, does not prove it 10 he 
true : inasniucli as a consideration of the social and indus- 
trial conditions under which these abandoned theoiie^ were 

* A club with annual fees docs not commonly realize solidarity of 
Interest. Should this however be the case in some p.'irticular instance, 
a club would still have no need to recognise ability of members, in 
securing means for pecuniary support, soice its members are all of the 
same class and consequently equal* payment for club expenses becomes 
equitable payment as between club members. 
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held will show that they were capable at the time of securing 
substantial justice as between citizens. 

Consider, for example, the rule upon wliich the colonial 
taxation of Massachusetts rested. “ Every man’s life,” it was 
asserted, is equally dear to him, and every man should pay 
equally for its protection ; every man’s property is equally 
dear to him, and every man should pay for its protection in 
|)roportion to its amount.'’ The society which this rule held 
in view was early New England society, and the time the last 
part of the last century. There was at, this time a rough 
equality in respect to pro|)erty as well as social status, and 
on this account the principle of apportionment to which 
Massachusetts statesmen gave their approval would lead to 
payment for tlie support of the State in proportion to ability. 
ITe .same rule a])idied at the present time would not result 
in adjusting the burden of taxation in proportion to the 
relative ability of citizens. It is the new social and indus- 
trial conditions which make it necessary to abandon the 
cost ” and the “ value ” theories of ap[>ortioninent, and not 
the development of a finer sense of justice among men. It 
is true that a higher phase of social ethics is in jirocess of 
evolution, and that the necessity of giving expression to the 
contributory theory of taxation is one of the results of that 
evolution, but to claim that payment for the support of the 
State in proportion to ability is a newly developed moral 
concept would be to cast suspicion Uj)on the rule of appor- 
tioiinicnt for which we are now contending. It is much 
more convincing to say — what, indeed, is true — that the 
equity of the rule that taxes should be paid in proportion to 
ability has been universally approved hy the moral sense of 
mankind, but that never until recently has there been any 
■need for the formal exi)ression of the rule as the basis of 
a{)])orlionment. It is the complex character of modern in- 
dustry, its stratification along the line of property rights, and 
the great disparity of riches, which brings into prominence 
the principle that taxes should be pai 1 according to ability. 
Not only, therefore, does this theory of apportionment rest 
upon the moral sense of the community as it now exists, but 
it appeals for support to the conscience of the past. The 
first struggle which arose respecting taxation was to establish 
the rule that all men should pay something; the question 
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of the present is to devise a system by which men may be 
made to pay according to their abilities. 

One further thought may be expressed with regard to 
the principle of apportionment now under consideration. It 
finds an added sanction in the fact that it is the complement 
of the theory of distribution which both individualistic and 
socialistic economic philosophy recognises as just and equi- 
table. Communists assert that product sliould be distributed 
according to need ; all other scliools of writers claim that 
product should be distributed according to efficiency. If, now, 
the product of tlie industrial organi;:ation is to be distri])uted 
according to efficiency, what more natural than that tlie pay- 
inent for the support of the State, which alone renders in- 
dustrial association possible, should be made according to 
ability ? The financial principle of apportionment accord- 
ing to ability is thus observed to l)e the coimterixart of the 
economic princi])le of distribution according to efficiency. 
Whether or not the financial principle wottld fall were the 
economic principle to be abandoned need not liere be dis- 
cussed ; it is sufficient to notice the close connection which 
exists between the principle of public and of [)rivate economy, 
and to recognise tliat each receives a presumption in its 
favour from the accei)tauce of the other. 

It is believed that the above considerations warrant tlie 
conclusion that ecjuity in taxation means the assignment to 
citizens of their duty to su))])ort tlie State in proportion to 
their respective abilities. This is by no means a simple con- 
ception, as will be shown by the analysis which follows, which 
has for its purpose to discover in what manner the ability of 
the citizens to pay for the sii|)port of the State may be deter- 
mined. 'The point at issue in this analysis is the following: 
Is ability measured by the amount of property a man 
possesses or the income he enjoys, or does it increase at a 
rate more rapid than the increase in his property or his 
income ? Does payment according to ability demand the 
acceptance of the proportional or of the progressive prin- 
ciple in the apportionment of taxes ? The niodern tendency, 
as shown by tax reforms during the past twenty years, is 
toward greater reliance on the progressive principle that, 

^ Cf. Scligtnan’s chapter on Recent Reforms in Taxation” in 
Essays in Taxation, 
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however, does not prove the principle to be a sound one, 
although it may raise a presumption in its favour. The 
question as thus presented calls for careful analysis. 

55. Bespecting the Fund from which Taxes are Paid. — 
Before considering directly the relative merits of these two 
principles of apportionment it may be well to speak of the 
fund from which (axes flow, of the relations between income 
and property as tlie basis of a tax, and of the various forms 
in which the progressive principle of taxation may present 
itself. 

(i) Characteri:^atmi of Income . — Speaking analytically, all 
taxes must be paid out of income, and, if properly under- 
stood, out of net income. The word income needs no further 
definition than that implied in the definition of a tax already 
given, which asserts that a tax is a derivative revenue. The 
rent, the royalty, the interest, tlie dividends, tlie profit, the 
salary, the wages — these are all funds which, according to 
the phraseology of contracts, stand for income. It thus ap- 
pears that an income is a sum of money which comes in to 
an individual or corporation during a definite period of in- 
dustrial activity. We may assume this period to be the year. 
It is then the amount which during the year will come to 
be at the disposal of the citizen, and which may be used in 
current expenditures or in an extension of investments. 
From tlie individual point of view, thci’cfore, it is the net 
income and not tlie gross income to which the State must 
appeal. It is the income that limits domestic expenditure, 
and not the income that measures the volume of business, 
that must be made tlie source of payment to the State. The 
phrase gross income ” cannot properly be employed except 
for a business which has “ operating ex|)enses.’' To accept 
gross income as the measure of the possible expenditures 
for consumption in any direction whatever has been the first 
step to the ruin of many a business man. A tax, therefore, 
whether in the form of an income tax, a property tax, or 
any kind of a tax whatever,* must,' so far as the individual 
is concerned, come from the net income, for the same reason 
that rent or payment of the grocer must come from that 
fund. This is in harmony with the idea entertained through- 

* A possible exception to this f^tatement makes its appearance in 
connection with the corporation tax. 
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out this treatise, that a tax is, or at least should be, a neces- 
sary item in every domestic budget. It is true that a tax 
may be paid out of the saved income of past years; but 
such a practice could not be followed very long without 
niin, and on this account the contingency is not recognised 
in the discussion which assumes an annual ])ayment in per- 
petuity. The revenue of a State must flow from the product 
of current industry, and in so far as the State permits this 
product to be distributed among producers before it (Icmands 
its sliare (tliat is to say, in the case of derivative as dis- 
tinguished from direct revenue) the fund from which tliis 
revenue is derived must be a net revenue of citizens. 

Care lias been taken to explain tliis plirase net revenue 
so that its use in this treatise will not be confounded with 
other uses of the same phrase. We have already noticed in 
connecti(,)u with the theory of tax exemptions tlic claim that 
a “ minimum of existence sliould be allowed to tlie citizen 
free of tax, and discovered that this argument in favour of 
such exemptions rests entirely upon considerations of fiscal 
expediency. The minimum of existence^'’ assuming for 
the moment such a thing to exist as an economic category, 
must include a contribution to the cost <.)f collective living. 
If then it I)e true tliat taxes flow from net income, it is evi- 
dent that the necessities of physical existence should not be 
deducted from tlie year's earnings before tlie net income sub- 
ject to taxation is determined. This, however, is in effect 
done by a large class of writers. “ Jt is confiscation,” says 
Professor Rogers, ” to levy a tax on what a man carmot 
save.’' Id is reasoning is the same in kind, though not so 
clearly put, as that of Justi, who in 1755 wrote as follows: 

In the adjustment of taxes great regard must be bad to 
the poor and the less well-to-do suldeets, for it eaimor be 
said that these classes earn anything since, even if they 
obtain their most pressing necessities and their subsistence, 
it cannot be asserted tliat they earn anything so long as they 
have nothing left over.” Whatever may be said in favour 
of an exemption of the necessities of life from tlie point of 
view of an eighteentli-century monarchy, or however im- 
portant as a means of agitation for the redress of abuses in 
the taxing system of the time, it is certainly illogical, now 


* Quoted from Cohn, Science of Finance, p, 329, 
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that the State is conceived to be the people organized as a 
government, to define taxable income in such a manner 
that the cost of government lies outside the normal expendi- 
ture of citizens. Net income, therefore, as used in this 
discussion means the personal income of citizens from what- 
ever source or in whatever amount. 

Nor, in the second place, is the phrase net income ” to be 
confused with the “ net product of the physiocrats, or the 
“ surplus revenue ’’ of the socialists, or the “ unearned incre- 
ment of the single-taxers. The phvsiocratic theory of the 
net product was, as a matter of fact, the forerunner of the 
minimum-of-subsistcnce theory in taxation entertained by 
Englisli economists, although it was developed, nominally 
at least, in the interest of a State that had impoverished it- 
self by the levy of excessive and ine(juitable taxes. For the 
same reason that a manufacturer considers it bad policy to 
cut down operating cxj)enses so far as to impair the efficiency 
of his plant, it was regarded by the physiocrats as against the 
interests of the State to encroach upon the necessities of 
existence for the industrial classes. Sucli a policy, it was 
urged, tended to decrease the net product from which all 
sterile members of society must live, the vState among the 
rest. It frequently occurs that an erroneous analysis does 
valiant service in the correction of practical abuses. Such 
was the case with the pre-Revolutionary theory of taxation, 
for it showed that the general prosperity of a people is neces- 
sary to a full treasury, and in the course of its reasoning it 
was made clear tliat an arbitrary taxing system is a burden 
to trade. No truths could have been more pertinent to the 
times, and the fact that the analysis by which these conclu- 
sions were readied appears strained to the modern student 
shows more clearly than any other single fact how radical 
is the change in the ideas of men respecting the nature of 
the State. There is no need, under modern conditions and 
in view of the prominence given to equity as a prime requisite 
in taxation, to make use of the assmuption that the source 
of public revenue is a net product to the industries of the 
whole people in order to impress upon government the im- 
portance of granting to citizens an opportunity to attain 
economic success. 

The theories of taxation which rest on the assumption 
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that interest and profit are built out of a surplus value 
over the earnings of labour, or that rent is an “ unearned 
increment ” to the owner of real estate, likewise fail to com- 
mend themselves to the broad view with which equity in 
taxation is now being considered. The source of revenue to 
the State through taxes is income to the citizen, and to lose 
sight of this fact is to invite the patent-medicine financier 
to exhibit his wares. If social conditions are unsatisfactory, 
if industrial relations are wrongly adjusted, if the law of 
private property serves to oppress the propertyless, reform 
should be addressed to the conditions, the relations, or the 
laws in the case. It is in the highest degree illogical to 
suffer the causes of an ine(|uitable distribution of wealth, 
or of a tyrannous use of f)rivate ])roperty, to continue, and 
then to indulge the illusion that the evil consequences may 
be averted by some |)eculiar use of the taxing machinery, 
d'his is the practical result of a clear appreciation of the 
source from which the State secures revenue through taxes. 

Professor Cohn, who agrees in the main with what has 
been said, makes use of the word income rather than the 
phrase net income as indicating the source from which 
revenue by taxation springs.'^' The difiference is in the clioice 
of expression and not in the content of thought. It has 
seemed to me important, in making selection of language, to 
hold in mind the science of accounts, and to adopt the phrase- 
ology of the “ income account ” as drawn up by the bo(.)k- 
keeper of a cor|:)oration. This will, in the first place, avoid 
the necessity of explanation when the corporation tax is under 
discussion : it also expresses clearly the point that operating 
expenses incident to any industry must be taken out before 
the income available for any personal expenditure can be 
arrived at. Inasmuch, also, as the income of one man may 
be operating expenses in the receipts of another (as, for 
example, the wMges paid by the manufacturer), the use of 
the phrase net income provides against one source of double 
taxation. 

(2) Relation of Property to Income , — Another question 
which must be discussed before considering directly the rela- 
tive merits of proportional and progressive taxation pertains 
to the relation of income and property. In general it may be 

^ Cohn, TAe Science of Finance, Book 11., Chapter 11. 
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said that the value of the property is the capitalization of the 
income that arises from it at some accepted rate of interest, 
the rate of interest in its turn being affected I)y the probable 
permanency of the property, the certainty of the income, and 
the general speculative conditions which exist. If this be 
sound, it follows that an income tax and a property tax 
amount to one and the same thing, except that the rate on 
incomes must be higher than the rate on property in order 
that the State may realize a definite amount. It would, how- 
ever, re(]uire that the word pro|)erty should ])e exjjanded 
beyond its ordinary meaning to thus identify these tw'o ob- 
jects of taxation. A lawyer or a pliysician, for exam{)lc. may 
have no property in the common use of that word and yet be 
in receipt of a very considerable income. Tt would be theo- 
retically possible to capitalize this income and convert it 
into a property for securing a basis of taxation, l.)Ut it is 
simpler, at least for the purpose of discussing proportional 
and progressive taxation, to nwajrse the process and to accept 
income as the basis of comparison. 1'he only danger in pro- 
ceeding in this manner is that it may lead to tlie impression 
that the argument is in favour of aii income tax as the l)0st 
sort of a tax, but the mere meution of this danger will enalde 
the student to avoid it. 

At this point another cjiiery emerges. Is all pro|)criy 
giving rise to incomes of tlie same sort, or must proix'rtv 
itself be classified before the rule of ap|>ortionment may l)e 
applie<i ? Tliis is imj)ortant because, if incomes e([ual in 
amount are recognised as possessing different economic 
qualities, it may be that equity will demand a different rate 
according to the economic character of the income in ([uestion. 
To ])nt this query in a definite form: Is a terminable annuity 
the same for the purpose of taxation as a per|)etiial annuity ^ 
A promise of $10,000 a year for ten years is certainly worth 
less than a promise of $10,000 a year for ever. The ])resent 
value of the one on the basis of 5 per cent interest is $71,078, 
while that of the other is $2oo,ooc. Why, it may be asked, 
should not that which is \vorth more pay more ? The answ^er 
is that it does pay more. The permanent annuity pays annu- 
ally for ever; the terminal annuity, on the other hand, ceases 
to pay at the end of ten years. 

In the above case it will he observed that both classes of 
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income are equally certain, but the reply does not seem quite 
as satisfactory when urged in favour of rating a personal in- 
come as high as an income from property ; for a personal in- 
come, like salary, profit, wages, is not only terminable, but 
uncertain as well. The continuance of a personal income de- 
pends upon the health and vigour of him who receives it, and 
on this account would not capitali/.e for its full arithmetic value ; 
and, more than that, it conies only through continued exer- 
tion, while the property income is independent of* the exigen- 
cies of healtli or the burden of labour. It seems necessary, 
therefore, to concede that a strict application of the rule that 
taxes should be levied according to the respective abilities 
of citizens will result in a lower assessment of the personal 
income than of the property income before assigning the 
rate of taxation. In the application of this rule profit to the 
undertaker is of course classed as a personal income. 

56. Characterization of Proportional and Progressive 
Taxation. — Excepting, then, net income to the citizens as 
the source from which taxes are paid, and making allowance 
in the assessment of income.s rendered necessary by the dif- 
ferent economic character, and, further, putting out of mind 
for the present the question as to how incomes are to be 
approached by the tax laws, we are at last prepared to con- 
sider whether the principle that citizens should pay for the 
support of the State in proportion to their respective abilities 
demands proportional or progressive taxation. 

The difference between a proportional and a progressive 
tax is doubtless appreciated in a general way, but in order 
to preclude the possibility of misimdorstanding the two forms 
of taxation will be defined and illustrated. A proportional 
tax is a tax levied at a constant rate irrespective of the 
amount of income from whicli it is paid. If, for example, 
an income of $1000 be called upon to pay a tax of $50, an 
income of $10,000 will pay a tax of $500, an income of 
$I 5 ,CX 30 a tax of $750, and so on, the payments being always 
a definite per cent (5 per cent in the illustration) of the 
assessed income. Slioiild property be the object taxed, a 
vSimilar relation exists between the value of the property and 
the payment. The payment might, for example, be calculated 
at 5 mills on the dollar irrespective of the amount of ])roperty 
held. If inheritance be accepted as a basis of taxation, the 
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payment would be in proportion to the value of the estate 
inherited, the same rate being demanded on a small as on 
a large legacy. The idea of the proportional tax seems to 
be that the ability of him who makes payment to the State 
is measured by the amount of income, property, or capital 
which he possesses. 

The rule of proportional taxation may also be applied 
in the case of taxes imposed on the manufacture or purchase 
of commodities designed for consumption, although in order 
to conceive this to be true it is necessary to look away from 
the tax object to the tax source, and to consider all the articles 
of consumption that are included in the list of taxed commodi- 
ties. A uniform tax of 5 cents per pound on the importation of 
coffee, for example, while realizing in form the idea of the 
proportional tax, might, as a matter of fact, necessitate a 
higher proportional payment from a small than from a large 
income. That is to say, such a tax would be degressive. 
One is not, however, at liberty to judge of the principle which 
underlies a taxing system on the basis of an isolated tax. 
Each commodity taxed must be. considered in connection with 
the system of which it is a part. Other commodities besides 
coffee might be taxed, and it is cpiitc possible that when to 
the tax on coffee paid by all, since this is an article of universal 
consumption, there l)e added the taxes on comforts and 
luxuries from which a man of small income is exempt, the 
consumption taxes as such would call for a proportional 
payment from tlic various classes of incomes. 

The same line of reasoning would lead one to conckide 
that a true conception of the nature of a system of taxation 
cannot be arrived at except the aggregate of what a man 
pays for the support of the State (due allowance being- made 
for payments in the form of fees in so far as they are an 
offset for services rendered) be compared with the clear 
income which he enjoys. Tliis thought is of considerable 
importance, as will be seen when the argument that a pro- 
gressive tax on certain selected commodities is defensible 
because necessary to make the system as a whole conform 
to the principle of proportional assessment is subjected to 
analysis.* 

* Illustrations of system.s of taxation said to be progressive are 
numerous. For the plans submitted to the American Cc»ngress prior to 
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It is sometimes assumed that the substitution of the con- 
tributory theory of taxation for the benefit theory carries 
with it the acceptance of the progressive in place of the pro- 
portional principle of apportionment. If the benefit the- 
ory/' says Cohn, “ is found untenable, . . . then it follows 
with the same necessity that the proportional basis of taxation 
must be abandoned.” * Looking at the matter historically, 
there seems to be some ground for such a conclusion, no 
matter wdiether one trace the development of opinion in the 
expressions of theorists or in the rules of practice. Professor 
Seligman in his monograph on J^ro'^rcssivc Taxation clas- 
sifies writers of the last two centuries according to the theory 
of the tax from which the proportional, the degressive, or the 
progressive principle of apportionment is advocated; and 
with the exception of five writers (the most important of 
whom is Gamier, who advocate progressive taxation as the 
logical outcome of the benefit theory), and of four writers 
(the most important of whom is Parieu, who develop pro- 
portional taxation from the contril.uitory theory of a tax), 
they all conclude their analyses in harmony with tlie generali- 
zation (juoted above from Professor Colin. The great Ixxly 
of writers range themselves with the one or the other of the 
two following classes: first, those who hold that the benefit 
theory leads to proportional taxation ; or, second, those 
who hold that the ability theory leads to progressive taxa- 
tion. -j- 


this century see my pamphlet, Taxation in the United States, i jSq-iS i 6 . 
For a (lescription of the Swiss system of progressive taxation see 
Quarter/]' journal of Economies , Vol. I., No, i. This subject is compre- 
hensively presented in Professor .Seligrnan’s monograph on Pro'^ressive 
1 ax at ion in Theory and Practice. 

* Cohn, The Science of Finance, p. 31 2. 

t It will be interesting in this connection to cpiote that portion of the 
tabic of contents of Professor Scliginan's essay on Progressive Taxation 
in which writers on finance are classified. As noted, writers are divided 
into five classes. The analysis is as follows : 

The Benefit Theory Leads to Proportion. 

Hobbes, Pufendorf — Sully, Vauban, Petty, Quesnay, Turgot, 
Mirabeaii, Montesquieu, Montyon — Justi, Adam Smith. McCulloch, 
Senior, Sargant — Mirabcau the younger, Thiers, Girardin, Bau- 
drillart, Chauvet, Ginoulhiac4 Proudhon, Dupont, Hatbie, Leroy- 
Beaulieu— Schldzer, Harl, Sartorius, Krdncke, Krehl, Kessler, 
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It may be of advantage to say a word respecting the 
character of the exceptions to the above generalization. 
Garnier's idea seems to be that the benefits of the State, es- 
pecially those of protection of property, increase more rapidly 
than property, from which premise it is of course a logical 
conclusion — assuming a tax to be a payment for benefits 
received — that the rate for computing the sums due should be 
higher in the case of a large than of a small fortune. This is pro- 
gressive taxation. It, however, is manifest from the analysis of 
governmental functions, or from a consideration of solidarity 
in the service rendered l)y the State, tliat the assumption upon 
which Garnier's conclusion rests is not true. A man's de- 
pendence on the State holds no fixed relation whatever to 
the amount of property of which he may be possessed, much 
less does it increase at a rate more rapid than tlie increase of 
property. 

Parieu, on the other hand, maintains proportional appor- 
tionment at the expense of logic, being forced to this by his 
repugnance to socialism, wdiich he conceives to lie concealed 
in progressive taxation. Notwithstanding his deservedly 
high reputation as a writer on finance, one is iticlined to 
imply to Parieu what Cohn says of Ran : “ The proportional 
basis of taxation [with Ran and his followers] is nothing 
more than an inconsequential conclusion based on their own 
inclinations, to which they cling in order to avoid the oft- 
portrayed dangers of progressive taxation." * It thus seems 

Kremcr, Rotteck, Faucher, Braun, Hock-'Compagnoni, Boccardo 
— Pastor. . 

The lienefit 'Fheory Leads to Non-proportional Taxation. 

Gandillot—Bentham, Forbonnais, Steiiart — Sonncnfels, Behr, 
Jakob, Lotz, Malchus, Miirhard, 15iersack--Chailley, Benvenutl 
— Sismondi — Condorcet, Gamier, Flisenhart, Judeich — Fauveau. 

The Faculty Theory Leads to Proportional Taxation 
Bodin, Sheridan, Frond, Parieu 

The Faculty 7'heory Leads to Degressive Taxation. 

Mill — Ran, Urnpfenbach, Bergius, Pfeiffer. 

The Faculty Theory Leads to Progressive Taxation. 

Montesquieu, Montyon, Say, DuMazet, Denis, Fauveau — Palcy, 
Craig, Buchanan, Sayer, Buckingham — Schdn, Held, Neumann, 
Schilffle, Stien, Wagner, v. Scheel, Meyer — Pierson, Colien-Stuart 
— Graziani — Piernas- Hurtado. 

* Cohn, The Science of Finance, p,*3T2. I am inclined to think that 
Cohn does Rau a slight injustice by his failure to distinguish between 
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that the exceptions to the generalization that the benefit 
theory leads to proportional taxation strengthen the impres- 
sion that the duty of a citizen to support the State increases 
at a rate more rapid than the increase of his property or of 
income. 

57. Arguments for and against Progressive Taxation. — 

Current analysis resj)ecting the principle of apportionment 
centres in the question of progressive taxation. No con- 
structive work cither in fiscal theories or fiscal legislation is 
possible without arriving at some definite conclusion respect- 
ing it. If proportional apportionment be sound, the fiscal 
system will take upon itself the colouring of those social re- 
lations with which it is in harmony ; if progressive appor- 
tionment be accepted, the revenue system wall be adjusted 
to a different ideal of social and industrial relations. Nor 
does the question lie entirely betw^een the acceiitance or the 
rejection of the theory of progression, for there are publicists 
w'ho aim to realize the proportional principle in taxation by 
means of the machinery of progression. The literature of 
taxation shows that this subject is approached from many 
sides and supported or disapproved for many reasons. It is, 
therefore, incunilient upon us to classify the arguments for 
and against progressive taxation and to venture a critical 
opinion respecting each. We cannot avoid the responsibility 
of a conclusion upon this question, which at the present time 
seems to be the turning point for so many schemes of fiscal 
reform and lines of fiscal analysis. 

(:i) The So-called Socialistic Argument.— There are those 
who regard progressive taxation as a means of bringing 
about the equalization of property, or of establishing and 
maintaining those conditions out of which equity in posses- 
sions will emerge. The argument which these employ is 
commonly called the socialistic argument. The end is so 
clear and the means to the end so direct that we need spend 
no time in explanation. 

Besides this brutal method of approach there are many 
writers impressed wdth the idea that an equitable distribution 
of property is essential to a well-organized society, and who, 
for that reason, contemplate with favour a progressive tax 

“ payment according to ability " a^d payment which involves ** equity 
of sacrifice.” 
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as one element in a general programme of social reform, or 
as a temporary expedient during the time that some com- 
prehensive programme of reform is in process of crystalliza- 
tion. These, too, are sometimes called socialists. Professor 
Wagner, for example, is classed by Professor Seligman as 
the “ foremost scientific advocate of the socialistic theory of 
progression/' and he cites in support of this opinion the dis- 
tinction which Wagner draws between the purely fiscal prin- 
ciple and the socio-political principle underlying public 
finance. Professor Wagner, unfortunately, presents this 
distinction as marking two historic epochs in the develop- 
ment of revenue systems. As an historic generalization this 
is incorrect, but as a concise method of placing two fiscal 
principles in comparison with eacli other it serves a good 
purpose. Tlie idea of Professor Wagner seems to be that 
the State should no longer content itself with the raising of 
an adequate amount of revenue, but in raising revenue should 
consider broad social and industrial conditions, and em- 
ploy revenue machinery in such a way as to check any un- 
healthy influence that may be observed in society, or to bring 
about those social and itulustrial conditions under which 
alone the ideal of the nation may be realized. If now it 
be conceded that a fair degree of ecinity in the possession of 
wealth is essential to the realization of what is host in demo- 
cracy, and if the ai)])lication of the principle of progression 
to tlie scheme of taxation is adeejuate to establish such e([uity, 
this concession is conceived by Professor Wagner to be an 
adequate justification of the application of the progressive 
principle; and, admitting the premises, it is difficult to see 
how one can evade the conclusion. This reasoning ])rings 
to the support of the progressive principle of taxation all 
those fiscal and social considerations which lie within the 
concept of organic society ; and in so far as the contributory 
theory of a tax is allied to this conce])tion of social relations 
it may be regarded as in harmony with the progressive prin- 
ciple.* 

^ For Professor Sclignian^s criildsms upon Wa^^ner the student is 
referred to his treatise upon Progressive Taxation, pp. 66-70, inclusive. 
The vijj^our of his attack seems to me uncalled for, but 10 shr)w ihe 
reason for this conclusion it would be necessary to enter upon a some- 
what extended analysis of socialism, communism, and democracy. 



ARGUMENTS ON PROGRESSIVE TAXATION. 


343 


Another argument in favour of progressive taxation, 
closely related to the above, rests upon the assumption that 
the inequalities ^ of social and industrial conditions are due 
in large measure to the failure of government to maintain 
equity of conditions as between citizens. Thus President 
Walker concedes a theoretic argument in favour of progres- 
sive taxation on this ground. He asserts it as an undoubted 
fact that differences of property and income are due in no 
small degree to the failure of the State in its duty of protect- 
ing men against violence and fraud/’ And further, “ that 
differences in wealth are in a measure due to the acts of the 
State itself having a political purpose, as treaties of com- 
merce, tariffs, currency legislation, embargoes, non-inter- 
course acts, etc.” His conclusion from these premises is that 
in the absence of administrative objections it would be proper 
for the State to undertake to redress the evils which have 
resulted from its own acts of omission or commission by a 
system of progressive taxation. President Walker, however, 
as all American students know, was very careful to distinguish 
between a theoretic and a practical conclusion. 

This argument in favour of progressive taxation is pre- 
sented more exhaustively by Mile. Royer, who takes the 
ground that it is the duty of the State to compensate indi- 
viduals for the accumulated results of legal inequalities. 
” The ideal of distributive justice consists in repairing the 
inequalities and the wrongs of nature. So far from attaining 
this end, on the other hand, in the past, legislation was fre- 
quently contrary to justice and always aggravated these 
inequalities and these wrongs. It is* necessary at the present 
time to compensate in a conservative manner and with pru- 
dence the pernicious consequences of past legislation.” The 
conclusion from such a premise is that the State ought to 
impose progres.sive taxes : and perhaps the only criticism 
upon it is that if the premise be true the conclusion suggests 
too weak a remedy. 

Many other writers there are whose line of reasoning is 
similar to that of those referred to. So far as the arguments 

Socialism is capable of scientific interpretation and it scarcely seems 
right to impute to one who has always presented his analyse.^ in a 
scholarly manner, and whose wo.»k is highly scientific, reasoning which, 
t<j say the least, is unscholarly and unscientific. 
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of extreme socialists are concerned it is certainly illogical 
for them to advocate progressive taxation. Their ideal is of 
a society in which government is the one great industrial 
corporation. Their purpose is the establishment of a society 
that does not recognise private property, or, indeed, a private 
income except in the form of public salary or public wages. 
The extreme socialist approves the centralization of industrial 
power, since this brings the industrial organization more 
nearly to his ideal. For him, therefore, to advocate such a 
use of the taxing power as to obstruct this tendency toward 
centralization is illogical in the extreme. Progressive taxa- 
tion efficiently carried out w^ould, other things remaining the 
same, tend toward the equalization of private incomes and 
result in a more equital)le distribution of industrial power. 
It would be logical for one who defends the institution of 
private property, and who believes in the theory of voluntary 
initiative in industry, to advocate progressive taxation as an 
essential condition to the maintenance of those industrial re- 
lations in wdiich his ideal of society may be realized; but for 
the socialist, rvhose theory of social organization is opposed 
to that of voluntary association, such an advocacy is illogical 
and absurd. 

Professor Wagner’s argument is not like that of the 
extreme socialist, inconsistent wdth itself. His system of 
thought is discriminating in its application of the theory of 
governmental industries. His ideal is that the State should be 
placed at the centre of industrial life, not that the State should 
absorb all industrial initiative. The essential difference be- 
tween him and English ‘economists is the point of view from 
which industrial activity is considered and in the broader 
motives to industrial activity which he recognises. He may 
or may not be mistaken in his judgment respecting the extent 
to which the vState should undertake industrial functions, but 
there is nothing in his system wdiich precludes his use of the 
argument that the State may emoloy progressive taxation as 
a means of establishing and maintaining conditions wdiich 
are propitious for a normal development of the individual 
citizen. Moreover, from the point of view of strict logic 
Professor Wagner is justified in urging the theory of pro- 
gressive taxation because he does not stop in his advocacy 
of social reorganization with this peculiar use of the taxing 
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machinery. It is not relied upon by him as the sole means 
of social reform, but as a check upon the industrial tendencies 
during the period in which a general scheme of social reform 
is coming into operation. This fact that progressive taxation 
in the hands of extreme socialists is illogical, while progressive 
taxation as advocated by the “ socialists of the chair is con- 
sistent and, so far as form is concerned, reasonable, is of 
itself proof that the two schools of thought hold before them- 
selves essentially different ideals. The argument in favour of 
progressive taxation which rests upon the assumption that 
the taxing machinery should be brought under the influence 
of ethical and social considerations a[)proves itself to one 
who appreciates the solidarity of social interests. How far 
it may be wise to depart from the fiscal |)rinciple in adjusting 
a taxing system is a practical and not an ethical ([uestion, 
and on this account its consideration is for the present post- 
poned. 

Practically the same conclusion may lie arrived at with 
regard to the argument which favours progressive taxation 
as a means of redressing the evils of l)ad government in the 
past. Assuming that the plan is capalile of realization, no 
reason exists in the nature of the case against it. It must, 
however, be recognised that this basis of the progressive prin- 
ciple is a somewhat contracted one. It is not true that all 
fortunes are traceable to acts of omission or commission on 
the part of the State, and if the theory of progressive appor- 
tionment has no other basis than the one submitted by Mile. 
Royer and President Walker it is clear that progressive 
taxation must be limited to those fortunes which the .State 
is directly responsible for having created. This is the w^eak 
point in the argument. Not only can this theory suggest no 
rule according to which assessments could be made, l>ut it 
fails to appreciate that if undue concentration of industrial 
power is a menace to the established order, the source or 
occasion of the accumulation is of little importance. As a 
specification under the general heading of politico-social con- 
siderations these ideas may have some force; but as an 
independent argument in support of progressive taxation 
they are too limited in their application to be convincing, 

( 2 ) Progressive Taxation and Equality of Sacrifice . — While 
it is true that the chief interest in progressive taxation springs 
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from a desire to equalize industrial conditions, other argu- 
ments there are that may be urged in its support. Progres- 
sive apportioniiient is advocated by many writers as a means 
of attaining equality in taxation. An illustration will make 
this clear. An import duty or an excise tax in order to be 
fairly productive must attach itself to the importation or the 
manufacture of commodities consumed by the great body of 
the people. This means that these taxes are paid out of 
modest incomes, and that the proportion which they de- 
mand from a small income may be higher than the proportion 
which they demand from a large income. Such taxes are in 
reality, therefore, degressive and not proportional, and it is 
conceived to be necessary to levy muisual or special taxes 
upon men of large incomes in order to make their payment 
equitable as compared with the payments of men of small 
incomes. The progressive income tax, then, or what means 
the same thing, the special taxes designed to attack large 
properties adjusted to the progressive principle, are con- 
ceived as compensatory duties, and are justified as the only 
available means of realizing the principle of proportional taxa- 
tion in the system considered as a whole. The argument 
pertains to administration and not to theory. It furnishes 
a justification for progressive apportionment but not for pro- 
gressive payments. 

This argument is sometimes applied in another manner. 
In the adjustment of customs duties it is quite common to 
impose a higher rate upon the importation of luxuries than 
of the necessaries of life, and the practice is justified by 
appeal to the progressive principle. It is impossible to tell 
with accuracy whether such an adjustment works progres- 
sively or not. The probability is, however, that the high 
import duties imposed upon luxuries, even though they are 
paid by men of large incomes in addition to their payments 
upon the necessaries of life, wnll not amount in tlie aggregate 
to more than a proportional payment as compared with the 
payment from smaller incomes. Such an adjustment is pro- 
gressive in form only. The high taxation on luxuries is 
justified as a means of realizing proportional taxation. The 
practical question as to the ability of government to collect 
an excessive impost on luxuries does not here come into con- 
sideration. 
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Another argument in support of progressive taxation ac- 
cepts equality of sacrifice as synonymous with equity in 
payment/' and concludes that progressive apportionment is 
necessary to attain equality of sacrifice. This is an old idea, 
and one that has been presented under many forms. The most 
simple expression for it is that the burden of the tax is 
measured by what is left after payment " rather than by 
the payment itself. Assume, for the purpose of illustration, 
a five-per-cent income tax. Tliis would call for the payment 
of twenty-five dollars from an income of five hundred dollars, 
of fifty dollars from an income of one thousand dollars, and 
of five hundred dollars from an income of ten thousand dol- 
lars. If, now, this payment, which is calculated by the rule 
of proportional and not of progressive taxation, l)e subtracted 
from the income, it appears that in tlie first case there remains 
four Inmdrcd and seventy-five dollars out of an income of five 
hundred, in the second there remains nine hundred and fifty 
dollars out of an income of one thousand, and in the third 
case nine thousand five hundred dollars out of an income 
of ten thousand. Now, it is asserted that the .sacrifice in the 
three cases is not equal, but that the payment rests most 
heavily upon him wlio makes the smallest {)ayment. The idea 
seems to be that the intensity of desire is greater for the 
necessaries than for the comforts and the luxuries of life, and 
that a payment which takes from the individual a means of 
satisfying tlie pressing needs of rational living is more keenly 
felt than a payment {proportionally as great made from an in- 
come sufficiently ample to permit one to enjoy all the neces- 
saries of life without thought, and to Indulge besides in many 
of the luxuries. This is the crude way in which the argument 
is presented, and one cannot doubt, so far as the psychology of 
sacrifice is concerned, that it rests upon an established law of 
the human mind. 

Scientific support seems to have been given to this argu- 
ment for progressive taxation by the recent analysis of Aus- 
trian economists. Tliis school of writers start from the idea 
that value is a function of utility, and tliat the intensity of 
utility decreases as the commodity in question increases. If 
this be true, it follows that one's estimate of the importance 
of any given commodity is^ always in inverse ratio to the 
amount of it which he possesses. Progressive taxation on 
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incomes, therefore, is necessary in order to maintain equality 
of sacrifice in the payment from incomes. The error in this 
reasoning, if there be an error, lies in the assumption that 
men’s estimate of money is subject to the same psychological 
rules as their estimate of consumable commodities. The 
reason why the value of a commodity to an individual is in 
inverse ratio to the quantity of it which he possesses is found 
in the fact that the want to which the commodity ministers 
is capable of complete satisfaction, and that the intensity of 
desire decreases as the appetite approaclies satiety. This is 
undoubtedly true for goods that are consumed ; is it equally 
true when money, the representative of commercial power and 
industrial force, is the object of consideration ? Most cer- 
tainly not. The more money a man has the more he wants, 
and not iinfrcquently the last dollar gained is the object of 
keener passionate regard tlian the first. It is not possible to 
apply to money, which is tlie measure of industrial importance, 
the same laws of value that one applies to a commodity designed 
to satisfy needs through consumption. Our conclusion, then, 
respecting the argument in favour of progressive taxation which 
proceeds from the theory that taxes should represent e(|uality 
of sacrifice,’^ no matter in which form it is presented, is that it 
is inconclusive. It is not possible to accept a pyschological 
experience as the basis of the rule of apportionment. It is 
necessary to distinguish between tlie phrases “ ability to pay ” 
and “ equality of sacrifice,” and to rest whatever rule of ap- 
portionment is adopted upon the concept involved in the 
former rather than in the latter phrase. 

(3) Progressive Taxation and hidustrial Development . — The 
final argument in support of the progressive principle of taxa- 
tion is suggested by the most common of the criticisms urged 
against it. It is very properly assumed that a revenue system 
should not act as an obstruction to industrial or social de- 
velopment ; on the contrary, it is accepted as one of the marks 
of a sound revenue system that it provides the conditions 
under which the industrial forces are granted the freest pos- 
sible play. Proceeding from this assumption, most English 
economists have concluded that progressive taxation would 
work to the detriment of society by acting as a discourage- 
ment to the accumulation of c/ipital and to the exercise of 
industrial talent. This thought is tersely expressed by 
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Mill when he says: “To tax the larger incomes at a higher 
percentage than the smaller is to lay a tax on industry and 
economy.” If this be true, the progressive tax cannot be 
approved, for it would tend to obstruct the development of 
national wealth, which is at once the measure of both national 
and individual expenditures. 

The application of this idea in the hands of English econo- 
mists is simple and direct. One of the doctrines of English 
economy is that industry is limited by capital; another doc- 
trine is tliat wages are in proportion to capital ; yet a third 
which bears upon this question is tliat capital is the result of 
saving, and that the amount that can be saved is in propor- 
tion to the opportunities offered for acquiring wealth. It is 
not our purpose to criticise these doctrines, but merely to 
suggest their bearing upon the question of progressive taxa- 
tion. It is undoubtedly true that the strict application of 
tlie progressive principle would increase tlie rate of ])ayment 
for any particular individual until no motive remained for the 
individual thus taxed to increase Ids property; and the con- 
tention of the school of writers to which reference is made is 
that this will result in arresting the expansion of industry for 
the country at large. 

Conceding such consequences to be involved in progres- 
sive taxation, the opposition of English economists is reason- 
able and just, but the advocate of the progressive principle 
denies that such results will follow its application. The 
causal force for undertaking an industry, he asserts, is the de- 
mand on the ])art of the public for goods or services, and, 
provided the aj)plication of the progressive principle does not 
tend to weaken this desire, one cannot say that it will obstruct 
the ex]iansion of industry. It may, indeed, sldft the source 
of supply, for, in so far as it discourages the expansion 
of an industry already large by imposing an unusually high 
tax upon an income from such an industry, it will encourage 
industrial activity on the part of those whose production is 
relatively less and who on that account are assessed at a 
relatively low'er rate. It may tend to equalize industries; it 
will not tend to arrest industrial development. This reply 
to the criticisms of English economists upon the industrial 
results of a progressive tax is sound for all non-monopolistic 
industries, and these, it may be remarked, were the industries 
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which the English economists held in mind when formulating 
their criticism. 

This general line of reasoning is capable of further appli- 
cation. Not only is there no danger that national industry 
will be discouraged by the application of the progressive prin- 
ciple, but there are those who claim that it will receive a 
decided stimulus. In the first place, as bearing upon this 
point, it is suggested that the productive years of a man’s 
life, that is to say, the years which from a social point of 
view are truly productive, arc commonly the years before 
his efforts are crowned with success. A great thought seldom 
comes to a man after fifty years of age. This being the case, 
it is not entirely a fanciful argument that a tax which dis- 
criminates against established success and in favour of current 
effort will result in the encouragement of experiment and in 
the socialization of the achievements of successful experi- 
mentation. So long as saving was regarded as the chief if 
not the only means for attaining industrial evolution it may 
have been logical to assert that progressive taxation would 
embarrass the growth of national wealth ; but when it is 
recognised that intelligence, expressing itself in the form of 
invention and better industrial organization, is tlie essential 
productive ])rinciple, the line of reasoning relied upon by 
English economists to controvert the principle of progressive 
taxation comes to be an argument in its support. 

A second argument also in support of the progressive 
principle is suggested by this same line of analysis. The most 
serious evil incident to modern industrial life, and an evil 
which impedes more than any other tlie rapid development 
of individual well-being and natiotial improvement, is found 
in the constantly recurring periods of commercial depression. 
The conviction seems to be growing that the fundamental 
cause of this phenomenon lies in tlie fact that the maldistribu- 
tion of property in productive machinery brings with it such 
a distribution of the product of productive machinery that 
current product cannot be currently consumed. If, now, it 
be true that progressive taxation imposes a higher payment 
upon achieved success than upon effort, thus tending to check 
the further concentration of industrial j)roperty and to weaken 
the motive to industrial expansion on the part of the most 
successful, it will result in a more equitable division of indus- 
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trial incomes. Tliis in its turn will cause a diffusion of pur- 
chasing power in the community and act as a relief to the 
stocking of the market. 

The third application of this line of reasoning reverts again 
to social considerations. It is the design of progressive taxa- 
tion to impose special payment upon those who are indus- 
trially successful and in this manner to provide the 
opportunity of success to the larger number. What influ- 
ence, it may be asked, will this exert upon society ? To 
trace this influence in detail is the work of the sociologist 
and not of the financier. It may. however, be remarked that, 
provided the inducements to industrial activity are taken 
from men at a period of life when they still have energy to 
respond to other interests and ambitions, the result would 
not be wholly pernicious. It would not, for example, be 
a misfortune if municipal administration should fall into the 
hands of men who had retired from active participation in 
a business life. A leisure class is from many points of view 
of great importance to a highly organized society. The diffi- 
culty in the past has been that tlie leisure class becomes 
sooner or later an aristocratic class, and for this reason has 
been looked upon with suspicion by democracy. The result 
would be very different if this class should be based on years 
and attainments rather tlian on birth or inherited property. 
These suggestions will doubtless be regarded as products of 
the imagination; and indeed tliey are. Tliey seem, however, 
necessary in order to present comj)1etely the conee])ts which 
lie embodied in the tlieory of progressive taxation, ddiis view 
of the case also siiggcst.s tlie error of criticisms like that of 
Leroy-Beaulieu, who says tliat progressive taxation must ])e 
erroneous in principle since its extreme application leads to an 
absurd result; a criticism which seems to find favour with 
most systems of progressive taxation, as is sliown ])y the 
fact that progression stops with a limited application. If 
progressive taxation may be used as an instrument to bring 
about such social results as are above referred to, there is no 
reason why the rate of progression should cease at the time 
when the tax is likely to render its most efficient service. 
There is no middle ground. One must believe in the 
principle of progressive taxation or he must disbelieve in 
it; and, so far as the arguments urged in its favour rest 
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upon social considerations, it is clear that they do not allow 
an exception to be made in the application of the principle 
when the highest incomes and the largest properties are under 
consideration. 

(4) Conclusion . — It is somewhat difficult to express defi- 
nitely the conclusion which should be drawn from the fore- 
going analysis of progressive taxation. This is not due to 
the difficulty of appreciating the strong and weak points of 
each argument as it was presented, but rather to the fact 
that the final adjustment of taxes must be determined from 
the administrative point of view. It cannot be questioned 
that ability to pay is the only just and practicable basis fof 
the apportionment of taxes, or that this ability increases with 
increasing income at a rate more rapid than the increase oi 
the income itself. Nor can it be doul)ted that, although a 
social reform cannot be effected through any conceivable use 
of taxing machinery, yet the conditions under which a more 
healthful social evolution can take place than is observed at the 
present time may result from the manner in which the taxing 
machinery is ctnployed. This, as well as the idea of equity, 
induces the mind to consent to the principle of progression. 
It may further be conceded that the fear entertained by Eng- 
lish economists lest the accumulation of capital and the de- 
velopment of industry should be arrested by progressive 
taxation is not warranted by the facts in the case ; but, on 
the other hand, that the principle of progression judiciously 
applied will tend to invite experimentation and give an oppor- 
tunity to energy under conditions likely to be the most con- 
ducive to industrial and social development. Each of these 
arguments considered by itself seems to warrant confidence 
in the theory of progressive taxation. The difficulty arises 
wdie.n the question is presented in the form of a practical 
problem. In what manner can progressive taxation be 
w’orked out ? What is the form of the revenue system wdiich 
provides for its easy application ? Is it possible, in view^ of 
the practical conditions to wdiich taxing law's must apply, to 
make use of this principle of apportionment in the levy and 
assessment of taxes ? It is not the design of the present 
chapter, which concerns itself exclusively with the theory 
of apportionment, to answ^^r these questions. They pertain 
to the practical part of the revenue problem. It is possible 
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that subsequent analysis will present such trenchant criticisms 
upon the taxing system as it now exists that the student 
will be led to demand a complete renovation of the revenue 
policy. At any rate it will be wise to proceed to the analysis 
of taxes rather than at the present time to inquire whether 
or not the principle of progression is applicable to a taxing 
system. The principle seems capable of defence; to what ex- 
tent it may be applied can only be determined after making 
clear the character of the revenue system by means of which 
it is to be realized. 
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Conclusion 

68. Selection of a Principle of Classification. — ^The most 
serious difficulty in drawing up a classification to be used 
in a scientific investigation lies in the selection of a principle 
or characteristic according to which facts may be grouped. 
Manifestly the most significant quality of the data under ob- 
servation should be pressed into service, but experience shows 
it to be no easy task to discover at the outset this character- 
giving element. Taxes have been classified in many ways, 
but, without passing these several methods in review, much 
less subjecting them to criticisnj, it will better serve our pur- 
pose to proceed at once with the classification that fits into 
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the peculiar conception of the subject entertained by this 
treatise ; for, in every work upon taxation not a compilation 
of other men’s ideas, the principle for classification is selected, 
either consciously or unconsciously, long before the necessity 
for a formal classification presents itself. That this is true 
in the present instance will be recognised as our analysis 
proceeds. 

The thought has been presented several times in the fore- 
going pages that public revenue is a part of current social 
income, and that taxes represent that portion of public revenue 
which first existed in tlie form of private income. Tlie ma- 
chinery of taxation is merely a means of getting at tnat 
income, and the different taxes represent different methods 
of approach. All the social, industrial, political, or moral 
results bound up in a system of taxation come about through 
the psychology of such an attack upon income. This was 
seen clearly by the old economists, who classified taxes ac- 
cording as they attached themselves to the various constitu- 
ents of income; that is to say, according as they demanded 
payment from rent, interest, profits, or wages. In tliis they 
were right so far as their method of analysis was concerned ; 
their errorlay in theirasstiniingit to be an easy task to determine 
upon which of the constituents of income a given tax finally 
rested. The classification here presented, while maintaining 
this point of view, is based upon the form of tlie tax rather 
than upon its incidence. It holds in mind the manner in 
wliich income is approached rather than the results which 
follow that approach. It is not as ambitious as the old classi- 
fication, but it has this advantage, that it separates a study 
of the question of incidents from a study of the (jticstioii of 
form. Indeed, as will be seen later, it ]>repares the way for 
merging the question of incidents of taxation into the larger 
question of commercial and social results of which it in reality 
is a part. 

Coming now to the classification itself, taxes are of three 
kinds according to the manner in which they approach the 
income of citizens and demand therefrom a payment for the 
support of the State. The law creating a tax may come at 
income in either of three ways: 

First. The tax may be levied directly on income. 
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Second. The tax may be levied on property considered 
as the source of income. 

Third. The tax may be levied on business considered as 
the means of seciirini^ an income. 

Before proceeding- with an analysis of taxes on the lines 
laid down a word may be said respecting a criticism sure to 
arise in the minds of tliose who are familiar with current litera- 
ture upon this subject. What, it will be asked, has become of 
taxes on consumption ? 'The answer is. there are no such 
taxes. d\'ixcs usually called taxes on consumption are either 
criterion taxes/’ which are in reality taxes on income, or 
they are ‘‘ excise ” or “ import ” duties, which are clearly 
business taxes. All taxes affect consumption. Through 
consuni|)tion they affect demand ; through demand they aitect 
price; through price they affect profits; tlirougli |)rofits they 
affect the distril)ntion of emj)loyment, or, we may say, tlie 
industrial structure itself. 'I'he relation of taxes to con- 
sum|)tion is a fundamental relation; it presents itself when- 
ever the State asks money from the earnings of citizens, and 
on this account it must be regarded as too comj)rehensive 
to be made to stand for a particular grcnii) of taxes in a 
formal classificati'jn. 

59. Taxes on Income. — dTe word income is used in no 
unusual sense. It is the fund hy wliicli the flomcstic budget 
is snpj)()rted or from which pro])crty is accmnnlaied. No 
expenditure (the borrowing of money being dropped as com- 
plicating the statement, thoiigii not changing llie situation) 
and no ex])ansion of one’s possessions can take place except 
it [)ass throngli income, and, should one keep a set of books, 
first make its appearance in an income account. Now, it is 
a peculiarity of some laws which are designed to secure public 
revenue that they address themselves directly to this income. 
They levy taxes on income and aim to demand a payment in 
proportion to income at either a uniform or a progressive 
rate. 

A tax on income is a very simple tax both in legislative 
form and in the reasons urged for its support. In form the 
law demands the casli payment of a certain per cent of tlie 
annual clear income of each citizen. The payment is supposed 
to rest where the charge is placed, and in tlie vast number 
of instances this will he the case. Assuming the ability to 
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pay to be the just measure of payment, income is accepted 
as the surest test of ability. In years when business is pros- 
perous the payment would be large; in years of depression 
the payment would be small. From the point of view of the 
citizen nothing could be more considerate and no tax more 
easily borne. The demand of the State would increase or 
decrease as the fund from which the payment is made in- 
creases or decreases. This is not presented as an argument 
either for or against an income tax, but rather 'to show the 
simplicity of the idea underlying it. Speaking logically (not 
liistorically), the income tax is the original tax, and all other 
taxes are coinplemcntary to or a substitute for this tax in 
those points in which it is difficult of application : this as- 
sumption at least permits the student to appreciate most easily 
and naturally the relation existing between the various sorts 
of taxes. 

The chief embarrassment which arises on account of the 
income tax lies in the difificulty of obtaining the correct state- 
ment of income, lliis is not due entirely to dishonesty on 
the part of citizens, but to the great variety of forms in which 
incomes exist, and to the confusion that arises when one en- 
deavours to distinguish between a clear and an encumbered 
income. Were all men fanners, were the State composed 
solely of merchants, or were salaries the only form of private 
revenue, incomes would be homogeneous and the same treat- 
ment applicable to all. But in society as it exists incomes 
are not homogeneous. They do not relied the same indus- 
trial conditions or measure with accuracy the energy ex- 
pended to secure them. There are at least three difforciU 
kinds of income, each of which has a character peculiar to 
itself and on that account demands peculiar treatment These 
are as follows : 

Income from service. 

Income from property. 

In come of property. 

(i) Income from Service . — The distinction between per- 
sonal incomes and incomes from property, and the reason 
for rating the latter higher than the former, have been already 
presented in the discussion on progressive taxation. Per- 
sonal incomes such as wages, salaries, professional fees, 
undertakers’ profits, and the like, are both terminable and 
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uncertain, while rent and interest are by comparison con- 
sidered as perpetual and certain. This statement applied to 
rent and interest is not of course absolutely true, but 
it represents the situation with sufficient accuracy to warrant 
a distinction in the law of taxation by which income from 
property is rated higher than income from effort. 

Another reason also may be urged in support of this dis- 
tinction. It is not possible in matters of taxation to con- 
sider the individual alone; the family is in fact the social 
unit, and as such should receive consideration in the framing 
of tax laws. While it is doubtless umlesirable that great 
family properties should be built up, it is of the highest im- 
portance that provision should be made out of currcTit earn- 
ings against destitution or serious inconvenience of a family 
on account of the death or inca]>acity of the head of the house- 
hold. Industrial as well as social arguments might be j)re- 
sented in support of this assertion, the conclusion from which 
is that an abatement should be made from the tax on ])ersonal 
incomes as compared with property incomes e(jual at the least 
to the premium upon a life policy conformable to the needs 
of the family in question, its standing in society and accus- 
tomed rate of living being taken into consideration. 

One might proceed further and show that sociologically, 
and from the point of view' of the relative im])ortance of in- 
comes to families in the different grades of life and employ- 
ment, personal incomes themselves are not of the same quality 
as property incomes, but the distinctions to which such an 
analysis would lead do not so much j)ertain to the character 
as to the amount of income. Should it be deemed wise for 
a revenue system to recognise this distinction, it can more 
easily be done by a|)plying the rule of progressive rating to 
incomes of different amounts than to classify incomes and 
apply the rule of uniform rating to incomes within the class. 
Nothing new in principle would emerge from such a discus- 
sion beyond what lias already been suggested in tlic discussion 
on progressive taxation. 

(2) Income front Property . — Coming now to a consideration 
of income from property as distinguished from income from 
service or employment, yet more serious difficulties arise 
in the administration of the income tax. Incomes from 
property do not present homogeneity, but vary in character 



TAXES ON INCOME. 


359 


according to the property from which they spring. Land, 
for example, is essentially different irom capital, and in equity 
demands a different treatment. It is universally recognised 
that social progress works upon rent to increase it and upon 
interest to decrease it. Rent from a given piece of rent- 
bearing property grows with the growth of society, while 
interest from a given amount of interest-bearing capital 
<l\vin(lles with the development of industry. This means that 
a given quantity of money received as income is ‘no measure 
of what one citizen should pay for the sujiport of government, 
as compared with another citizen, without taking into the 
account tlie source from which the income arises. This is 
generally recognised as between personal and property in- 
comes ; it is equally true as between ])ro])erty incomes from 
various sorts of property. And it is pertinent to iiujuire if 
the rule of payment according to al)ility does not demand a 
different tax adjustment for incomes of different economic 
qualities. Does it not require, for exam|)le, a higher impost 
on an income that accrues fortuitously to the citizen, which 
tends to increase while he sleeps,” to employ the phrase 
of John Stuart Mill, than upon an income arising from prop- 
erty which if used tends to economic deterioration, and if not 
used ceases to l)e of value ? It certainly seems tliat these two 
classes of income stand for economic conditions and social 
tendencies sufficiently diverse to justify special treatment at 
the hands of the legislature in the framing of tax laws. 

A comparison of rent and interest as forms of revenue by no 
means exhausts the significant differences between the various 
kinds of property incomes. That* class of income-bearing 
property called capital is not homogeneous, and the interest 
accruing from it reffects its varial)le economic qualities. It is 
not true, as was assumed in the analysis immediately preced- 
ing, that industrial progress depresses interest in the case of 
all capitals. Capital itself must be classified as capital that is 
and capital that is not subject to the deteriorating infiuence 
of competition. It is true that the rate of interest tends to 
fall on all capital, but, provided the property upon which the 
interest accrues can be capitalized at a proj)ortionally higher 
figure, the fall in the rate may not affect the income. Indeed, 
it is possible that the capitalization may proceed at a relatively 
more rapid pace than is ne’cessary to conqiensate the owner 
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for the fall in the rate of interest, in which case an income in 
the form of interest partakes of the peculiar advantages that 
attach to an income in the form of rent. 

It is not necessary to pursue this analysis further. Suffi- 
cient has been said to make clear the impression which it is 
designed to leave upon the mind of the student. Not only 
is there a difference between personal and property incomes, 
but property incomes themselves reflect diverse economic 
conditions and are subject to varying economic tendencies. 
This being the case, the amount of money received during the 
twelve months is no satisfactory measure of the relative ability 
of citizens to pay for the support of the State. The conclusion 
from this analysis is that the theory of the income tax errs 
in its fiindaniental premise. 

(3) Income of Property . — The third form in which the in- 
come tax presents itself is termed the tax on income of prop- 
erty as distinguished from the tax on incomes from property. 
This phrase is designed to suggest the inheritance tax in all 
of its forms. Many reasons have been urged in supt)ort of 
the inheritance tax as a special tax. By some it is justified 
as a means of correcting the evasion of taxation during the 
life of the testator, that is to say, while the fortune bequeathed 
was in process of accumulation. Others regard it as a pro- 
bate fee, and still otliers urge its necessity as a means of pre- 
venting permanent inequalities of fortunes. Whatever the 
degree of truth in these several theories, and others that might 
be mentioned, it is most natural, as well as most helpful in 
framing a revenue system, to regard the iidieritancc tax as a 
special form of the income tax. Tliat tlic inheritance is an 
income to him who secures it there can l:)e no dou])t ; that it 
increases the recipient's ability to pay for tlie siq^port of the 
State is equally beyond question ; while the fact that it is an 
accidental or fortuitous income to the individual, and from 
the social point of view represents a transfer of ])ropertv and 
not an increase of wealth, supplies a reason for treating it dif- 
ferently in the framing of tax laws from the manner in which the 
ordinary constantly recurring personal or property incomes are 
treated. The inheritance tax is peculiar in two respects. First, 
the rate is usually higher than on periodic incomes ; and second, 
the rate is graduated according to^ relationship, beginning with 
a low rate for direct heirs, and increasing as the degree of 
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relationship becomes less direct. The unusually high rate 
is due to the non-periodic character of the income, while the 
variation in rate from direct to remote heirs is justified by 
the fact that the dependence of the former on the property 
is not changed by the death of the testator. For remote 
heirs also the bequest is an accidental gratuity. Both of 
these distinctions follow naturally from the assumption tliat 
the inheritance tax is a form of the income tax. It is a tax 
on revenue. 

60. Taxes on Property as the Source of Income. — The 

second group of taxes, according to the classification accepted 
by this treatise, selects property as the object upon which 
assessments are to be levied. 1'his brings to notice what is 
technically known as the property taxes, either in their general 
form or their specific manifestation. The General Property 
Tax has played and still plays the ciiief role in tlie revenue 
system of the several States of the United States, and for 
this reason is of special interest to the American student. 

(1) Theory of the Property Tax. — The theory of a |)ro- 
perty tax is simple. Property is regarde<l as tlie source of in- 
come, and such value as it possesses rests upon this fact. The 
value of properly is assumed to be tlic income arising from it 
capitalized at tlie current rate of interest, and in so far as this 
is true, and provided the amount assessed cannot lie thrown 
off for payment on to some one else, it is a matter of 
indifference whether tlie government impose its fiscal ob- 
ligations on property or on income. It is essential, in order 
to appreciate the economic character of the pro])erty tax, as 
also to provide for its intelligent discussion, that this relation 
between projierty and income be clearly appreciated. 

It would be an error, however, to assume that as a matter 
of history the property tax developed along tlie lines sug- 
gested by this classification. Its historic significance goes 
miicli deeper, and it may be well, before proceeding with the 
analysis, to call attention to the conditions under wliich it 
originated and for which it seems to have been fairly well 
adapted. In no other way can its true character be so well 
presented, and by no otiier means can its limitations, wdien 
applied to modern conditions, be so sncccssfully pointed out. 

The form of sorUtv immciliatclv preceding tlie one with 
which we are familiar, that is to say, feudalism, recognised 
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land as the basis of the social structure. Land was originally 
the only productive " property known ; and the significant 
fact for one who desires to appreciate the development of 
the property tax is that social duties, as well as social privi- 
leges, were in large part determined by the amount of land 
assigned, whether to the noble or to the serf. This was true 
of the internal organization of the manors, where labour on 
the deiMcsiic was the “ contribution of tlie villain to the 
su])purt of the State ; it was also true of the national organi- 
zation when the lords acknowledged their holdings by render- 
ing military service. It thus appears that feudalism regarded 
the holding of land as the measure of social service. Not 
only was this true of the constantly recurring jiayments, such 
as labour on the demesne land, or military service to tlie king, 
l)Ut whenever the king, in order to repel invasion or carry 
on foreign wars, found it necessary to command larger re- 
sources tlian came to him as the result of ordinary feudal 
obligations, tlic supplemental requisitions, wdiich he did not 
hesitate to levy, were imposed upon subjects in pro|)ortion to 
the land avssigncd to them, that is to say, in proportion to 
their property. Scutage, for example, was a land tax on the 
knight’s fee, the tax being a definite assessment on each 
tw’cnty pounds annual value.* It thus appears that tlie prin- 
ciple of payment for siqiport of the State in proportion to 
])roperty is much older than the modern conception of pro- 
jierty ; and it was necessary that the class system of feudal 
organization should give place to the idea of political equity 
for all members of the State, and that the idea of property 
valuable for the social privileges which it carried with it 
sliould be supplanted by the idea of property valualile for 
the. income which it brings, liefore the modern theory of the 
property tax could establish itself. 

The above explanation of the historic origin of the pro- 
perty tax extends no farther than to suggest how a tax on 
land came to be substituted for feudal obligations, without 
necessitating any radical mcxlification of the rule of appor- 
tionment. The land tax, however, is a special form of the 
property tax ; it is not the “ General Property Tax ” known to 
the statute books of the nineteenth century. The general 
property tax consists in the listing of all property according 

* Dowell, Hisiory of Taxalion in Kngland^ Vol. 1, Ch. VI. 
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to its value, and the taxation of the proprietor on the basis 
of that value. Thus property, real or personal, is converted 
into money, and its money value is accepted as the basis of 
taxation. This is something quite different from the first 
appearance of the land tax, which, after all, was nothing 
more than the commutation of feudal dues into money pay- 
ments. 

The birthplace of modern taxatioti, according to Professor 
Seligman, is the mediaeval town. Upon this ])oint he says : 
‘‘ Every inhabitant was compelled to bear his share of the 
local burdens, his proportion of the scot and the lot. The 
scot, or tax, was almost from the very outset the general 
property tax, combined with the subordinate poll tax, exactly 
as in tlie earliest days of the New England colonies. The 
town, as such, generally paid its share of the national ])ur(lens 
in a hinip sum, the firma bnrgi. P>ut this lump sum was al- 
ways distributed among the towmsmen in proportion to the 
property of each. On the Continent it was the same. In tlie 
Gorman towns the taxes were at first levied only on land. 
But at the close of tlie twelfth century the land tax had al- 
ready been merged into the general property tax — or, as it 
was called, tiic tax on property in possessionilms, agris, durni- 
bus, censibus ct rebus quibusc unique. In some towns it was 
called simply a tax of so iniicdi per posse or pro honor um facul- 
tatc. Most of the German towns by this time combined the 
general property tax with the poll tax, and in the Swiss 
cantons the tax was even called the Hah-, Gut-, iimi Kopf- 
sfiucr. The only distinction between England and the Con- 
tinent was that in England the property tax remained for 
centuries the sole local tax, while in France and Germany 
local excises or octrois were soon added. But for some time 
at least the general property tax was the measure of the 
individiiars capacity.” 

It is undoubtedly true that the extension of the feudal 
principle of service in proportion to land to payment in pro- 
portion to property is one of the results of the development 
of town life. This is true because in these towns lived the 
artisan of the middle ages, and, as the process of manufacture 
developed, property incident to that process presented itself 
in a visible form. Moreover^ the growth of towns marked 

* Seligman, .Essuys in Taxation, pp. 43, 44. 
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an era in industrial development; they were the result of 
industrial differentiation; their rise was a step in the appli- 
cation of the principle of division of labour. In so far as 
the work of the artisan was not an incident in the agricultural 
life of the community, the primitive feudal manor paid him as 
well as the agricultural labourer in land. His duty to serve 
(that is to say, the amount of his labour taxes), like theirs, was 
in proportion to land ; and when, througli the growtli of the 
towns, he separated himself from land, and secured a liveli- 
hood by working exclusively at his trade or craft, it lay in 
the nature of the case that his property, as well as land, 
should be made the object of taxation ; otherwise this class 
of citizens would evade all payment for the support of the 
State. Speaking historically, therefore, the general property 
tax is the old land tax (which, on its part, struck its roots 
into the Feudal organization), supplemented by the listing 
of other property as soon as such property came to liave an 
independent significance of its own. 

The above explanation of the general property tax is his- 
torically correct, but it pertains to the form rather than to 
the essence of the tax. Neither the assignment of feudal 
service, the land tax into which this service was commuted, 
nor the general property tax which grew out of the land tax, 
was conscious of regarding property as the source of income. 
Indeed, confining the statement to England, it was not until 
the sixteenth century that the industrial significance of pro- 
perty, by which is meant its ability to 'command an income, 
took precedence in the minds of men over its social signi- 
ficance. This is what i5 understood by tlie student of English 
industrial history when he says that capital originated in the 
sixteenth century. Such a phrase does not mean that there 
were no material helps to labour before this time, but tliat the 
capitalistic regime of industry, the regime tliat accepts profit 
rather than product as the test of success, and which imputes a 
value to property in jiroportion to the annual profit if bears or 
income which it guarantees, was not until then consciously 
recognised by men. The capitalistic regime implies freedom on 
the part of the worker, and property as an instrument of work. 
It implies the right of contract in business affairs. It con- 
ceives of property as homogeneous, its homogeneity consist- 
ing in the fact that it bears a value because it is the source 
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of an income; and the significance of the general property 
tax is that it accepts this economic quality of property, value, 
as the common (lenoniinator of all forms of possessions ac- 
cording to which the duty of proprietors to pay to the support 
of the State may be measured. While, therefore, the above 
quotation from Professor Scligman is formally conect, it does 
not seem to be complete. It omits mention of the step l>y 
which the proi)erty tax allied to the feudal concet»tion of 
society came to be the property tax of the capitalistic order 
of industry. 'Fhc truer generalization, because more compre- 
hensive, is that the pro})erty tax is sure to emerge whetiever 
society passes from a condition of status to a condition of 
contract. 

An appreciation of the theory of the general |)ro|)erty tax 
makes it clear why it has never been sulyjected to extended 
classification. Classification implies analysis, atul analysis im- 
plies that the thing analyzed exists in several forms or is made 
up of several parts. Now, the chief attractiveness of the 
theory of the general property tax is that it rests upon a 
quality of |.)roperty which is the same for all property no 
matter what the form or the use; that is to say, that it rests 
on the economic quality value, which is conceived to be the 
one homogeneous element common to all property. It is of 
the utmost im|)ortaiu'c, therefore, in judging’ of the theory 
of the general property tax, to inquire if value is homo- 
geneous. Can it be used as a denominator common to all 
possessions of commercial significance for the purpose of as- 
signing to each })Ossessor his relative duty to pay for the 
support of the State ? It has been' cx^mmonly argued that 
the theory of the ])roperty tax is sound, but tliat the employ- 
ment of this tax is impracticable because invisilde property 
escapes assessment. Without denying that the. difficulties to 
the full and free assessment are so great as to warrant the 
abandonment of the tax, a fact which will be considered in 
its proper place, the statement is ventured that the theory 
itself is untenable; and in proof of this is urged tlie necessity 
of the analysis and clas.sification of property in order that jus- 
tice may be done between citizens should value of property 
be accepted as the basis of taxation. The integrity of the 
theory rests upon the homogeneity of value as an economic 
quantity. 
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In what manner should property be classified to enable 
the State to levy its contributions with equal weight upon 
all ? y\nswering this question directly, property should be 
classed in two ways: first, according to the nature of the 
income ; and second, according to grade of the property taxed 
in tlie orderly development of consumption. Each of these 
will receive a moment’s consideration. 

(2) PROPiiRTY Classifi FI) ON TUE Rasis OF INCOME. — At- 
tention has already been called to the difference in the several 
classes of incomes, such as personal incomes, rent, interest, and 
direct use. Universality of payment through a property tax 
would require that each form of income be crystallized in or 
represented by a corresponding property, for the dictum of the 
theory is that the value of pro|)erty is determined by the 
capitalization of its income. It follows from this that the 
general property tax must recognise: 

Property in person ; 

Property in land; 

Property in capital; 

Property in wealth assigned for use, that is to say, wealth 
in the process of consumption. 

{a) Property in F^erson , — It may I)e unusual, but it is by 
no means an unwarranted conception, to regard the status of 
political and personal liberty as the property of the citizen. The 
essence of property is an acknowledged right of control. He 
who has the ultimate or final right to say how a thing shall l)e 
used, or to enter into a contract respecting it, is its proprietor. 
A thousand slaves are the property of the master; emanci- 
pation transfers that proprietorship to those who formerly 
were slaves. Emancipation results in the diffusion of pro- 
perty. The more familiar one is with the course of industrial 
history the more natural will this conception appear. The 
first step from a condition of status to the regime of contract 
was the evolution of freedom for the serfs, by which they 
acquired the right of selling their labour; and it was not 
until this universal proprietorship in self was established that 
private property in land or in capital was regarded as either 
possible or desirable. 

It is easy to see that an assumption of a property corre- 
sponding to personal income is essential to universality of 
contribution through the general property tax. The income 
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of the lawyer or of the physician should be capitalized, and 
the capitalized amount should be listed for purpose of taxa- 
tion, if equity is to be preserved in the contributions exacted 
from the several classes of citizens. This, however, has never 
been done, and for two reasons. 

In the first place, the property posited on freedom is not, 
like land or capital, a commercial property. It never comes 
into the market as property, for it cannot be boug-ht and 
sold. The service or the labour is indeed paid for, but the 
property, which is in the right of control over one’s self, is, 
from the very nature of the State in which personal freedom 
exists, inalienable. This being the case, there is no way of 
discovering the value of the property except through the 
capitalization of the income, and for this reason it has always 
seemed ])ctter as an administrative policy to assess the tax 
directly upon the income than to posit the existence of a 
non-commercial ])roperty in order to obtain a basis for taxa- 
tion. 

The second reason why property in person has never been 
listed for the purpose of taxation is found in the so-called 
optimism ” of classical economy, which for so many years 
after this species of property came to be of any considerable 
importance controlled the policy of legislation. According 
to the views entertained it made little difference how a tax 
was imposed in the first instance. It would, in the course of 
time, be shifted and reshifted until ecjuitably adjusted. There 
was, therefore, no need of analysis. The rule that “ the best 
tax is the old tax ” was accepted without discrimination. 
The financier did not trouble himself about including all pro- 
perty in the taxable ]ist.s, for no income could escape payment 
whether the property corresponding to it were directly taxed 
or not. Under the infiuence of such reasoning it was natural 
that taxes should be levied solely upon the material objects 
according to their market vahie, for this was the easiest 
method of procedure. 

At present, however, both legislators and economists are 
working from the standpoint of a different theory. It is no 
longer regarded as a matter of indifference what objects are 
selected to bear the burden of the tax in the first instance, 
nor wliether any considerably class of incoine.s escape the 
necessity of direct payment. Proof of this statement may be 
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found in the history of taxation among modern peoples, which 
shows a marked tendency towards greater reliance upon tlie 
direct income tax. In studying the relation of the various 
taxes the incompleteness of the general property tax on ac- 
count of its failure to list as property the capitalized value 
of personal incomes must not be lost to view. 

{b) Property in Land . — As already remarked, the general 
property tax first presents itself as a tax on land, and a further 
investigation seems to warrant the generalization that the 
only phase of the property tax likely to endure as a permanent 
part of the revenue system is the tax on land. In England, 
France, Italy, and the German States the result has been tlie 
same, and in such countries as the United States and Australia 
the forces that make for this result are clearlv visible. The 
reason for this is undoubtedly the great diificiilty of lifting 
personal property, so that the practical financier feels it to 
be necessary to get at the income flowing from such pro])erty 
in some other way; but there is also a reason resting in tlie 
nature of the case, why in the common al)andonment of the 
general pro])erty tax the tax on land values remains. The 
value of the land, in so far as it is the capitalization of rent, 
is a homogeneous factor and may, therefore, l)e acce))ted as 
a basis of equitalde assessment. An appreciation of tlie na- 
ture of rent shows this to be true. Kent is a sur])lus inccjn.e, 
and as such contains no factor of cost. It is a return due 
solely to the fact that the be.st facilities of production are 
not adecjuate to meet the demand for a given product, and 
that, in cfvnse(juence, the market price of the j)roduct must 
be high enough to induce cultivation under less auspicious 
conditions, d'here is no necessity, therefore, to classify rent 
for the purjaase of taxation. It is a simple quantitative 
economic category, A given amount of it from one sourer 
possesses the same character as a given amount of it from 
another source. 'Phis fact taken in connection with the fur- 
ther fact that rcnt-l)earing i)roperty cannot elude the search 
of the tax assessor wall in all proI)abiIity secure for the land 
tax a permanent place in all revenue systems. 

If the above analysis be correct, it is necessary to dis- 
tinguish between land and real estate. The former excludes, 
while the latter includes, improvements. .A return upon an 
investment in land is rent, a return upon an investment upon 
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land, that is to say improvements, in the form of fencings, 
drains, buildings, and the like, is interest. Real estate, there- 
fore, stands for both rent and interest, while land stands for 
rent alone. Now, it is the rent which is a homogeneous 
quantity, and not interest; and what has been said respect- 
ing the permanency of the land tax assumes that this tax 
will be paid out of rent. Whether or not it is wise for the 
financier to attempt to separate the two forms of income, or 
to include, as at present is the case in most of the States, 
both interest and rent in a general real-estate tax, is a ques- 
tion that cannot be decided except under known conditions. 
There seems at present to be a tendency for tax systems to 
treat municipal real estate dififerenlly from agricultural lands; 
tlie theoretic basis of such treatment licing found in the 
above analysis which regards rent as a simple economic 
quantity, while interest is conceived as a compound of several 
factors. 

(c) Property in Capital — That phase of the general pro- 
perty tax which has to do with capital is the one which 
in practice has proved to be unworkal)Ic. Logically it is 
necessary that property in this form should be made the 
basis of assessrmmt as well as property in land ; and it was 
natural that, wlien the ev(dutioii of industry created incomes 
not connected with agriculture, the accepted rule of taxation 
should be so modified as to recognise other forms of business 
enterprise, and to include property incident to these enter- 
prises in the list of taxable objects. 

a. Theory of the PersonaUproperty Tax , — Originally per- 
sonal property consisted in the property used by traders 
and artisans as a means of securing an income through 
labour, and it is a commonplace among writers to assert that 
so long as personal property existed in this sinqile form 
the theory of tlie general property tax was fairly well realized. 
In a general way this is nndoiihtedly a correct statement, 
but it fails to pluck the fruit of a ripe conclusion from the 
significant observation that “ the media^'al town is the birth- 
place of modern taxation,’* for it fails to recognise that the 
simplicity referred to was due to the organization of artisans 
and tradesmen into crafts and guilds, and not to the form 
of industrial property incidijnt to this phase of industry. 
The mediaeval town, regarded from the point of view of 
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the nation, was an industrial rather than a political cor- 
poration. Its charter was granted on condition that the 
king’s officers need not collect dues from individuals : and, 
although there was developed within the town a species of 
local taxation in which personal property was made (among 
other objects) a basis of assessment, it was not because such 
property possessed a commercial value in the modern inter- 
pretation of that phrase, but because the possession of a 
certain kind of property indicated the social standing of in- 
dividuals within the town, and was accepted as indicating 
their probable incomes. The scheme was workable as long* 
as the towns retained their character of localized industrial 
corporations, and as long as the crafts and guilds retained 
their original significance. The scheme failed to work when, 
individualism having emerged from the disintegration of 
the guilds, and nationality having resulted from the integra- 
tion of towns and manorial life, the national government 
undertook to apply to individuals as citizens tlie rule of as- 
sessment which municipal governments had successfully 
applied to individuals as members of crafts and trading or- 
ganizations. It is not, then, the complexity of personal 
property in modern times, as compared with the simplicity 
of personal property in mediaeval times, which lias caused 
the general property tax to become unworkable; but rather 
the changes in social structure by which both government 
and projierty took upon themselves a new political and social 
significance. It was easy to nationalize the land tax; the 
nationalization of the personal-property tax, on the other 
hand, was impossible because the existence of the nation 
resulted in the destruction of the towns as collectors of public 
dues, as also of the industrial organizations within the towns 
by w'hich those dues w\*rc assessed to and collected from 
individuals. Doubtless the complexity of personal property 
which follows the extension of the principle of division of 
labour increases the difficulties attending the administration 
of the personal-property tax by a national government; but 
to assert that this is the cause of the failure of the tax is at 
best but half a truth. 

The above generalization shows why European states of 
the sixteenth and seventeenth penturies never should have 
incorporated into their fiscal systems a tax on personal pro- 
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perty, and assessed that tax to the individual proprietor; it 
does not, however, show the error in theory wliich underlies 
the attempt to assess capital as land may be assessed. This 
must be made clear before such countries as the United States 
and Australia can be induced to follow the lead of the older 
civilizations and radically modify, if not abandon, the general 
property tax. 

ft. Three Reasons Why the Personal-property Tax is Un- 
tenable. — There are three reasons why the theory of the 
general property tax is untenable when applied to personal 
property. 

h'irst. There is property the value of which is not a capT 
ialhed income. According to the theory of the general pro- 
perty tax income is an accrual from property. The rate 
of interest being a given factor, there is a detinite relation 
between income and property, so tliat taxation on the basis 
of property demands a corrcs|)onding relative payment from 
income. Now it calls for no extended analysis to observe 
that there is a considerable portion of ])ersonal propert)' the 
income arising on account of which is not a pure income, and 
therefore its value is not the capitalization of a determinable 
income. A carpenter’s tools, for example, are Ins personal 
property, but their value is less than the capitalized earnings 
of tile carpenter. The chief element in liis income is wages; 
it is remuneration for work done. The knowledge of his 
trade may possibly be accounted to him as an investment, 
and he sliould, as already ex])lained, have imputed to him 
a corresponding property in his person, if the theoretic re- 
quirements of the property tax are 'to be fully worked out. 
But his wages are commonly regarded, and for the most part 
are properly regarded, as a direct payment for services ren- 
dered ; they are not an accrual in the form of interest upon 
an invested capital. To tax a carpenter on the value of his 
tools, as a money-lender is taxed upon the value of his 
mortgages, lumps under personal property two things es- 
sentially different in their economic character. 

Another illustration is furnished by the merchant. His 
property is his stock in trade, and his income doubtless bears 
some relation to the value of the stock carried : but not only 
does the value of stock bear po relation to the income of the 
merchant capitalized at current rates of interest, but whatever 
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the economic relation existing between the merchant's income 
and the amount of stock carried, it is one that varies with 
the kind of goods in question, the size of the place in which 
business is done, and the personal qualities of the merchant 
himself. 

Between these two extremes, the artisan whose income 
capitalized is far in excess of the value of the property inci- 
dent to his trade, and the merchant whose income capitalized 
falls far short of the value of the property he must keep on 
hand for the prosecution of his business, there is an almost 
infinite variety of conditions and economic relations of which 
a property tax takes no account. It is true that no govern- 
ment now^ professes to tax this class of personal property 
according to the tlieory of the property tax. By means of 
exemptions, adjustments, connivance at arbitrary assess- 
ments, compensations and other practical devices, the fact 
that personal projicrty is not economically homogeneous is 
in some degree recognised ; but the necessity of such modi- 
fications and exem|)tions proves tlie theory on wdiich the 
tax rests to be erroneous. The principal argument for the 
general property tax is its simplicity ; in fact, however, the 
many modifications of the rule occasioned by the desire of 
legislative bodies to remove the manifest injustices that would 
follow the strict application of the theory has rendered the 
fiscal system so complex as to be beyond the ability of man 
to comprehend. Our conclusion, then, is as follows : Tlie 
certain relation wdiich the theory of the general properly tax 
assumes to exist lietwecn income and the value of personal 
property incident to the securing of income is a pure as- 
sumption, and on this account personal property must he 
carefully analyzed and classified, and a different rating placed 
to each class of property, before it can lie equitably taxed 
on the basis of value. Wbat stronger indictment could be 
drawn against the general property tax as applied to personal 
property ? The chief argument favouring it is its simplicity ; 
to make it a fair tax it necessitates a most alistruse classifi- 
cation. 

Second. Corporate property is not personal property within 
the theory of the property tax, Tlie economic character of 
property depends not alone upqn the use to which it is put, 
or the manner by wdiich its value is determined, but also upon 
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the way in which it is orpiiiz<xl for serving industrial ends. 
According to the organization unconsciously assumed by 
the general property tax as it existed when it emerged from 
the eighteenth century, property stood forili in tlie person 
of the individual. It was in a sense an appurtenance to the 
individual, it being the means by which he gained a livelihood 
or enjoyed life. It was not represented by credit relations, 
but consisted, for the most part, in tangible tilings within the 
possession of him who was their owner. Since, however, 
industries liave taken upon themselves that form of corporate 
organization developed during the last half century, this 
is no longer the case. The owner of property lost liis per- 
sonality as a factor in industry when he assigned his capital 
to a board of managers, in return for the promise of a definite 
or contingent income. By this means he ceased to be an 
industrial factor and took upon himself the role of an investor* 
A legal personality has been substituted for the real person. 
Corporate property has taken the place of personal property 
in the industrial organization. 

As a result of this change in industrial organization very 
inadequately suggested in the above paragraph, the general 
property tax has proved to be at fault in practice, and may 
be shown to be in error in tlieory. vSo far as practice is con- 
cerned it has been a most prolific source of unjust and unequal 
assessments, if not of absolute evasion of the duty to pay for 
the support of the State. It could not be otherwise, property 
having been transformed from a visible thing jiertaiuing to 
the person of the owner into a claim upon the accruing bene- 
fit of an organization. Moreover, the development of the 
corporation has destroyed in part the responsibility which 
previously existed in industrial affairs. The corporation is 
not responsible for the individual who assigns liis funds to 
it for management, nor is the individual responsible for the 
corporation, and it is natural that the duty to pay for the 
support of the vState should be evaded so far as possible by 
both. It thus becomes clear that corporate property is not 
personal property within the meaning of the theory of the 
general property tax when regarded from the point of view 
of administration. 

It is more difficult to explai/i in a few words how the develop- 
ment of corporations has changed the economic character of 



374 


CLASSIFICATION OF TAXES. 


property so that it can ‘be no longer regarded as personal pro- 
perty within the meaning of the tax now under consideration. 
To this end it will be necessary to suggest the relation between 
the philosophy underlying the institution of private property 
and the theory of the general property tax. The regime of 
private property could never have gained the confidence of 
mankind except upon the assumption that it would result 
in justice and equity between individuals. Were proof of 
this demanded, it would be sufiicient to notice that both 
the law of private property and the general property tax 
in its nationalized form were developed under the influence 
of democracy, and were coloured by the philosophy of 
eighteenth-century individualism. It was assumed that com- 
mercial forces would guarantee a fair j)rice for goods and a 
just administration of property ; and before the days of ma- 
chinery, of a world’s market, of great induslries, or of cor- 
porate organization, there was much reason for reposing 
confidence in such a guarantee. Now the important point 
for this discussion is that, in so far as competition loorks, there 
will be a normal rate of interest and an average rate of ])rofit. 
Both income and property will lie in proportion to effort and 
efficiency; and the capitalization of income will fairly repre- 
sent the original investment in the jiroperty from which the 
income flows, ddiis l.)eing the case, payment for the support 
of the State on the basis of property will be payment accord- 
ing to one’s ability to obtain an income. l"he assertion is 
ventured that the individualism of the eighteenth century 
would have accepted neither the institution of private pro- 
perty nor the rule tiiat private property is a just basis of 
taxation had it not been assumed tliat the (q)|)ortunity ti) 
acquire property was unobstructed, and that the income from 
it was a safe indication of a man’s industrial efficiency. This 
is the meaning which underlies the doctrine of normal interest 
and of average profit, as also of the theory of capital building 
which makes so essential a part of English political economy. 

Without discussing the extent to which these expectations 
were realized before the Industrial Revolution,” it is mani- 
fest that competition is not at the present time a guarantee 
of industrial justice where corporations are competitors. A 
normal rate of interest or an average rate of profit (wlietlier 
the comparison be made between all industries or between 
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successive years for the same industry) does not pertain to this 
form of industrial organization, and, consequently, capitali- 
zation does not, and from the nature of the case cannot, 
conform to the original investment. The railway system of 
this country, Tor example, is represented by stocks and bonds 
to the amount of $11,000,000,000, while the earnings of the 
system in a fairly good year capitalized at 5 per cent gives a 
value of about $6,000,000,000. Less than 50 per cent of the 
railway stocks in the United States bear dividends, and still 
all these stocks have a value. Where industry is organized 
in the form of corporations many considerations determine 
value besides the ability of stocks to vseciire dividends. In 
many cases property is valuable for the industrial power which 
it brings to its owner. Indirectly the ownership of such pro- 
perty, as. for example, of stocks that never pay dividends, may 
be the source of income because it gives commercial advantage 
of some sort; but in no such way that such stocks can be said 
to have a value dependent on the annual return accruing 
from them. We are touching here upon the border of a great 
question. Sufficient, however, has been said to suggest that 
the institution of private property, and the industrial philoso- 
phy which goes along with it, when developed by a people 
that holds equity and justice as cardinal principles of social 
organization, never contcniplated a nineteenth-century indus- 
trial corporation; and that the general property tax, which 
was drawn to fit into the regime of individual ownership and 
personal management of industry, fiiids in the personal pro- 
perty of corporations, that is to say, in the stocks and bonds 
issued by them, an essentially different fact from the “ per- 
sonal property of the eighteenth and tlie first half of the 
nineteenth centuries. 

Our conclusion, therefore, is that personal property is not 
homogeneous, its industrial character dejiending, among other 
things, upon the way in which it is organized. The theory 
of tlie general property tax does not apply to corporate pro- 
perty: first, because payment in proportion to property is 
not payment in proportion to income; and second, because 
income accruing from such property will probably be a specu- 
lative income and as such is incapalile of capitalization. There 
is thus a theoretical as well^as a practical justification for the 
development of special corporation taxes. 
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Third. Personal property is not sociologkally homogeneous,--^ 
A complete criticism upon the theory of the general pro- 
perty tax would lead to a consideration of the fact that socio- 
logically personal property is not homogeneous. We shall, 
however, rest satisfied with a single suggestion respecting 
this point. The idea seems to be gaining ground that pro- 
perty bears a social as well as a personal significance. Its 
function is not confined to the satisfaction which its con- 
sumption affords an individual, but the conception of its use 
is extended to include the fact that by means of its consump- 
tion it ministers to the development of that collective unity 
called society. While the philosophy of industrial liberalism 
controlled the minds of men no conflict of interest was ac- 
knowledged between the individual and the State in the use 
of property ; at present, however, the development of mono- 
polistic tendencies in certain grades and classes of industries 
gives warrant for the opinion that the theory of an enduring 
harmony of interests,” so hopefully urged l)y the older 
economists, is at least limited in its application. This is 
equivalent to saying that property is not homogeneous from 
a sociologic point of view, and it presents a reason for taxing 
one class of property differently from other classes of pro- 
perty. This consideration, however, is not necessary for the 
conclusion that a flat tax on the selling value of property is 
inapplicable to the present highly organized industrial system. 

(rf) Property in Wealth Assigned for Use, — Partly for the 
purpose of completing the analysis, and partly to insert at 
this point the theoretic basis of a discrimination commonly 
made in the framing of an income tax, mention will now be 
made of property which gives rise to an income of use 
rather than a commercial income. Tn case, for example, 
one dwells in his own home, he is excused from the necessity 
of an annual payment in the form of rent. He has chosen 
to invest in a home rather than make a commercial invest- 
ment. Should the fiscal law's excuse this property from taxa- 
tion because it is not the source of a formal income ? This 
question calls for little analysis. 

The common practice upon this point may be com- 
mended. Whether the domestic income, this being another 
name for income from use, be regarded from the point 
of view of an income tax or of a general property tax, 
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no distinction is made between a domestic and a com- 
mercial investment. Were such a distinction made, and 
the commercial investment only subjected to taxation, an 
injustice would be done to him whose money is assigned 
to a commercial use. As long, therefore, as the tlieory of 
the general property tax is accepted as the basis of fiscal 
legislation, the property assigned for the direct use of its 
owner must be included in the list of taxable property. Or, 
on the other hand, should income be made the basis of assess- 
ment, the income of him who pays rent for a home should 
be decreased by the amount of rent paid, in order to arrive 
at the sanie basis of payment employed in the case of a man 
who owns his own home. With this cursory remark, pro- 
perly of value because of its use may be droj)[)ed from con- 
sideration, 

61. Taxes on Business as a Means of Securing an In- 
come. — Having considered taxes levied directly on income 
and on property the source of income, it remains to analyze 
the third class of taxes, that is to say, taxes levied on business 
considered as a means of securing an income. The charac- 
teristic feature of these taxes is that they are addressed to 
the business, being levied as a condition for carrying on busi- 
ness, and in many cases in such a manner as to become an 
element of cost in the business. The income and tlie pro- 
perty taxes are efforts to secure payment for the support of 
government in a direct manner from individuals ; the business 
taxes rest, like all payments, upon income, but they are pe- 
culiar in that they approach the individual in an indirect 
manner. They may, indeed, go so far as to ignore the indi- 
vidual. 

Of special importance is it to notice that the value of 
property as a basis of taxation is not formally regarded by 
the business tax, the relation of payment to property being 
a fortuitous and not an essential relation. In this manner 
the chief criticism urged against the theory of a general 
property tax is evaded. No attempt is made to discover any 
single chanictcristic which all l)usinesses have in common 
for the purpose of basing a revenue system upon it. On the 
contrary, the heterogeneous character of business, as well as 
the indirect and incidental ^aims of taxation, may be fully 
recognised by business taxes. It is not claimed that business 
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taxes are simple in character. In this regard, so far as theory 
is concerned, they stand in marked contrast with income and 
property taxes. 

A second point of contrast should be suggested. Both 
the income and the personal-property tax fail because of the 
ease with which both income and personal property may evade 
the detection of the tax assessor. The business taxes, on the 
other hand, while they suffer under peculiar disabilities of 
their own, do at least have this advantage, that they attach 
themselves to an industrial process which may be discovered, 
localized, and attributed to some responsible industrial agent. 
Thus tlie first step toward the universality of payment is 
taken when the industry rather than the individual or the 
property is made the central figure in the revenue system. 

It is not possible to proceed further in the consideration 
of business taxes without subjecting them to classification* 
There arc four general classes, as follows: 

License taxes ; 

Franchise taxes ; 

Corporation taxes; 

Excise and customs taxes. 

It maybe necessary in consideringthe above classes of taxes 
to be somewhat arbitrary in tlie use of language, for, whether 
one consult the dictionaries, the treatises on finance, the in- 
terpretation of the courts, or the revenue laws themselves, 
it is not possible to discover that these terms are used with 
precision and at the same time in a consistent manner. The 
following analysis may be accepted as a suggestion for the 
satisfactory use of terms as well as for the illustration of the 
several business taxes : 

(i) License Taxes. — Under tlie general heading of license 
taxes are included all payments which the law makes a con- 
dition to the transaction of business or to the following of a 
profession, a trade, or any industrial calling. From the 
former point of view a license runs very close to a fee, but 
it may be distinguished from it in that a fee is payment on 
the occasion of a service rendered, while a license is a periodL 
cally recurring payment. The most familiar illustration of 
the license is the payment demanded from saloon-keepers for 
a permit to engage in the sale^of malt or spirituous liquors; 
of hack-drivers or draymen for the right to carry passengers 
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or baggage within a city ; or of peddlers for the privilege of 
exhibiting their wares in certain places. It might be urged 
that a “license fee “ imposed upon a peddler is a fee and 
not a license, because it is not paid periodically, but it must 
be remembered that the periodicity of a business tax is only 
possible when the business maintains a permanent location, 
and the fact that a peddler pays many times a year, whereas 
a local merchant pays but once, is due to the peripatetic 
character of the peddler’s business and not to the purpose 
of the revenue laws. Should the peddler localize his business 
his payment would become j)eriodic. The same may be said 
of license fees for travelling showmen and the like. While 
the desire to maintain police service is undoubtedly an im- 
portant consideration in adjusting licenses, the payment is a 
tax and not a fee. 

(2) Franchise Taxes. — It is somewhat difficult to define 
a franchise, and a franchise tax is, in consequence, a little 
elusive. Regarded from one point of view, it allies itself to 
the license tax; from another, to a corporation tax. The 
significant fact respecting a franchise is that the right of use, 
or the privilege which it creates, serves as a basis of a cor- 
porate value. The franchise represents a vested interest; it 
stands for exchangeable ])roperty. The value of a franchise 
is the capitalization of this right of use, or of the peculiar 
privileges which the franchise grants. The value of street- 
railway property, for example, does not so much rest upon 
the cost of the rolling stock and rails as upon the right 
granted to operate through the streets of a city. A 
franchise tax, therefore, is a tax upon a property whose 
value is in proportion to the conimercial advantage of 
some peculiar privilege ; a license tax, on the other hand, 
is a tax imposed upon a business open to coinpctition, 
and the value of which rests upon an income that can be 
maintained notwithstanding competition. The writer is well 
aware that these definitions do not conform to the language 
of tax laws, or to the interpretations of courts in cases where 
these terms are used. There is no established definition of 
a license tax or of a franchise tax ; the above distinction is 
suggested as the one which lies in the nature of the case 
and which, if acknowledged, would give to each a definite 
and significant meaning. 
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The difference between a license tax and a franchise tax 
is further suggested by noting the conditions which invite 
their use. A business or an occupation which presents pe- 
culiar difficulties from the point of view of police regulation 
is commonly imposed with a license duty, and it would add 
to the clearness and symmetry of revenue systems if this class 
of revenue should be strictly confined to police adininistration, 
so far at least as to recognise that the amount and the occa- 
sion of tlic license is not primarily a matter that pertains 
to public revenue. An equally definite concept can be as- 
signed to the franchise tax. The property to whicli this tax 
addresses itself rests for its value upon the income that springs 
from capital which the Stale itself has created. The income 
of a street railway, for example, is of three sorts. It is, in 
the first place, the interest upon that investment of the com- 
pany which represents rolling stock, power plant, rails, and 
other equipment. It is, in the second place, a profit accruing 
to an industrial enterprise and represents the excess of opera- 
ting income over operating expenses, due allowance being 
made for the payment of fixed charges. Hut, in the third 
place, this excess of earnings over operating expenses may 
be more than enough to satisfy the equitable demand 
of investments and the ecpiitable adjustment of salaries. 
There is an “ unearned increment accruing to the business, 
which springs from the right to do business under peculiar 
conditions. The volume of traffic on a street railway in- 
creases with the increase in municipal population, and the 
receipts of the company on this account grow more rapidly 
than do the operating expenditures which the increased traffic 
occasions. Here is an unusual gain due to the growth of 
the municipality, and since the railway company enjoys 
through its franchise the exclusive right to operate over the 
highways, this addition to its net earnings is retained by the 
company. It rests upon the peculiar privileges granted the 
corporation. 

Now, it is this income to which a franchise tax should 
address itself, and it is believed that current criticism upon 
revenue systems would gain in clearness and lead to more 
practical conclusions if the relation thus suggested should 
be accepted and insisted upon., One might, then, say that 
by means of the franchise tax the State taxes its social earn- 
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mgs from the capital which it has created, but which for 
reasons of public policy it assigns to private parties for 
administration. The highest use cannot be made of the 
francliise tax except the partnership relation between a 
government on the one hand and a corporation entrusted 
with a quasi-pul)lic business on the other is recognised by 
the revenue system. 

(3) Corporation Taxes. — A corporation tax is a tax 
levied upon an industry organized as a corporation. A cor- 
poration is the form of industrial organization peculiarly adapted 
to large undertakings. It is the means by which a business 
that calls for the collection of capital from many sources, 
or that entails responsibilities greater than a single individual 
cares to assume, may be carried on by voluntary association. 
In the eye of the law a corporation is a legal personality, and 
takes upon itself the rights and duties of an individual en- 
gaged in commerce or trade. 

The form under which corporations are organized is very 
simple. Resting upon a charter granted by the State, cor- 
porations present themselves to the industrial world as inde- 
pendent industrial units. They may hold property, enter 
into contracts, sue and be sued, in short, perform all of the 
industrial functions which an individual may perform, con- 
sistent with the general laws of association and tlie terms of 
the charter. Being a legal personality in the possession of 
property and in the receipt of income, a corporation may be 
approached by the State for the payment of taxes. The 
property of the corporation, whether its value rest upon in- 
vestment or franchise, is represented by the stock which it 
creates and the bonds which it issues. The capital necessary 
for carrying on the work of a corporation is not secured en- 
tirely by the issue of stock ; but the stock having been issued, 
and the enterprise which it represents having been set on foot, 
the management secures further capital for the development 
of the enterprise by placing a mortgage upon the property 
secured with the proceeds of the stock. Formally, tlierefore, 
the stock represents the proprietor, while the bonds repre- 
sent the creditor; but in reality the aggregate of stocks and 
bonds represents a permanent investment of capital in the 
enterprise. 

A further distinction must be drawn between stocks and 
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bonds. The income accruing upon the bonds is a contractual 
income, that is to say, its amount and the conditions upon 
which it is paid are definitely stated upon the face of the 
bond; the income secured from ownership in stock, on the 
other hand, is a contingent income, the theory being that 
the stockholder, who in the eye of tlie law is the proprietor 
of the enterprise, will receive the profits and stand the losses. 
A dividend is a contingent income in the sense that it can 
be claimed only after it has been '' declared ’’ by the proper 
authorities, and in a properly managed industry must be de- 
clared out of earnings. But whether the income to tlie indi- 
vidual be in the form of interest or in the form of dividend, 
the income itself is a return upon private capital invested 
through a corporation. It lies in the theory of a general 
property tax to make stocks and bonds the l)asis of taxa-' 
tion. These are regarded as personal property and treated 
accordingly. When one observes the character of this pro- 
perty and the ease witli which it is concealed, it is clear that 
an attempt to apply the theory of the general property tax 
to corporations must result in the evasion of taxation by a 
considerable portion of this property. In order to overcome 
this difficulty, as also to evade the theoretic criticisms as ap- 
plied to personal property, there is an observed tendency in re- 
cent revenue reforms toward the deveIoi)ment of special methods 
of taxing corj)orate pro])erty. This is sometimes done under 
the form of a corporation tax. It is sometimes made a |)art 
of a general income tax, the corporation itself for the purpose 
of taxation being regarded as a tax-payer. This tendency 
suggests the significance of the modern corporation tax, and, 
whether it be regarded as a substitute for the personal-pro- 
perty tax or supplemental to that tax mucli may be urged 
in its favour. 

The significance of the corporation rax is further suggested 
by calling to mind the administration of the personal-property 
tax in mediaeval times. It will be remembered that the ease 
with which this tax was administered was due not so much 
to the fact that the instruments of trade stood forth in the 
person of their possessor as to the organization of the me- 
dieval town as an industrial unit. The successful adminis- 
tration of this tax is explained by the fact that each individual 
had a place in organized industry and on this account could 
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be approached by the State through the medium of the or- 
ganization. Since the downfall of mediaeval regulations the 
world, especially the English-speaking world, has passed 
through a peculiar phase of industrial evolution. Industrial 
organization, as represented by the guilds and trading Ijodies 
of the mediaeval towns, gave way to industrial individualism, 
and this, in turn, brought society ])ack, through the avenue 
of voluntary association, to the corporate organization of in- 
dustry. It is evident tliat the success of a taxing system de- 
pends upon the manner in which it ai)proaches the income 
of individuals, and modern States, following a develo])ment 
analogous to that of mediaeval times, arc adjusting their 
revenue systems to the corporate organization of industry, 
and are seeking for the most acceptable means of making use 
of modern industrial organization as a means of raising })ul)lic 
reventie in an acceptable manner. The trutli is that the in- 
dividual as a proprietor of industrial capital has in large 
measure been retired to the background, so far at least as 
large industrial enterprises are concerned. Not only has in- 
visible property come to stand for the visible instruments of 
production, but the corporation lias come to lie the repre- 
sentative of the individual. ITom this it ajipears tliat the 
substitution of the corporation tax for the direct tax on jier- 
S(.)nal property was rendered necessary liy the industrial 
revolution of the cightecntli and ninctcentli centuries. 

Modern states arc, consciously or nncomscioiisly. return- 
ing to the method of procedure in medimval times. They are 
corning to recognise that the essential ])rinciplc of modern 
industrial life is liusiness association, which, it may be re- 
marked, was the essential principle of medicCval times. Fhe 
form wlricli the corporation tax should assume and tire rnle.s 
l)y which it should Ire administered find no place in the pre- 
sent analysis. .Sufficient, however, has been said to slow the 
relation existing between the corporation tax as a tax on in- 
dustry and the income and property taxes as direct taxes on 
persons. 

{4) Tun ExcT.sr. and Customs Taxes, — Another means of 
approaching the income of citizens througli levying a tax 
upon business is found in the excise duty, by whicli is meant 
a dutv imposed upon the process of mamrfactnre* Tt makes 
no difference whether the industry is taxed on the basis of 
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its output or on the capacity of the plant; in either case it 
is properly regarded as an excise duty. Excise duties, as 
well as tolls and customs, are frequently called consumption 
taxes, because it is supposed that the amount levied will 
result in an increase in price and in this manner be finaliy 
paid by the consumer. Jn the majority of cases this is doubo 
less true; but an investigation into the incidence of taxation 
will disclose a sufficient number of exceptions to this rule to 
preclude an identification between excise duties and the so- 
called “ consumption taxes.” And, as already explained, the 
fact that the payment of the tax affects consumption is a 
characteristic of all taxes, and on this account, if for no other 
reason, it seems proj)er to avoid this phrase in a classification 
of taxes. An excise duty is levied upon a business and is paitl 
in the first instance by him who carries on the business. 

Manifestly the first inquiry which suggests itself to the 
modern student of finance respecting excise duties pertains 
to their incidence, and for that reason may be deferred to 
the chapter that follows, in which tliat question will be ex- 
tensively considered. The important thing is to recognise 
that so far as form is concerned an excise duty is a business 
tax, and that its service in the nomenclature of finance is to 
suggest a payment which in some manner attaches itself to the 
process of production, and through this process to the income 
of citizens. 

The last of the business taxes to be considered is sug- 
gested by the phrase tolls, octroi duties, customs duties, im- 
port duties, transport duties, export duties, as well as others 
that might be named. In the ])road interpretation of the 
phrase, any lax which attaches itself U) the process of trans- 
portation is a customs duty.* It is a tax collected from the 
trader as distinguished from the manufacturer. It is tliis fact 
that gives character to the tax. A second significant fact re- 
specting customs duties, and one which is true whether we 
look at the matter Iiistorically or in the light of such revenue 
legislation as exists at tlie present time, is that the commo- 
dities in question are produced without the jurisdiction of 
the territory which levies the tax and brought within that 

* A tonnage duty is in strict analysis an excise duty, though for 
purpose of administration it will probably continue to be treated as a 
customs duty- 
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jurisdiction for sale. The occasion selected for imposing the 
tax is that point in the carriage of the commodity from pur- 
chaser to consumer when it passes the boundary of the State. 

It is not necessary to speak compreliensively of the his- 
toric significance of customs duties. They have always been 
imposed in one form or another, and the ideas which have 
given character to their administration arc d()u])tless as mi* 
ineroiis as the foreign policies of the governments which 
imposed them. The reason for tliis lies ui)on the surface. 
Inasmuch as they attach themselves to foreign eoinnierce, 
they constitute a very important condition under which such 
commerce is carried on, and the nation which coiisinnes 
foreign commodities has it in its power to influence a foreign 
policy by encouragement or discoiiragemein of the import 
trade. Thus the cusloms duty may be a retaliatory measure, 
or indeed a measure designed to coerce a foreign policy. 
The privilege of import also may be offered in exidiange for 
the privilege of export, and nj.)on the basis of this relation 
there may be built u]) a policy of reciprocity. The customs 
duties, also, must, from tlie nature of the case, exert a ])ower- 
ful influence upon the development of home iiulnstry. 
Whether broiigli't under the influence of the prinei})le of free 
trade, of reciprocity, or of protection, tlie industrial life of a 
people whicli make use of this form of raising revenno must 
adjnst itself to tlie conditions established lyv the revcmie laws. 
It is this fact wdiicli renders tlie administration of custinns 
duties so difficult. It thus becomes evident that the adminis- 
tration of enstoms duties opens ii]) a l)rond field for investi- 
gation and analysis. For the present, however, it is only de- 
sired to state clearly the nature of this tax. Tr is a business 
tax, and as such attaches itself to trade rather than to manu- 
factures. 

62. Conclusion. — The foregoing classification of taxes, 
and the analyses by which this classification has Ijccti ac- 
companied, have a very direct hearing UjMm tlie selection of 
taxes for the purpose of constructing a revenue system. Set- 
ting aside for the present the considerations which lead to 
progressive rather than proportional taxation, it is evident 
that an equitable rcvemie svstem, while it demands ])ayment 
from all classes in society, wilKivoid so far as possible duplica- 
tions of taxation; that is to say, the same income should not 
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be attacked by two or more parts of a revenue system. It 
may be assumed, other things being equal, that that revenue 
system is equitable which attacks each and every income by 
some one form of taxation. This, at least, would avoid dupli« 
cation, and substitute simplicity in form for the complexity 
which at present exists. As a suggestion for attaining this 
very desirable end the following proposal is submitted which 
rests upon the foregoing analysis of taxes. The suggestion 
may be presented by means of three propositions, as follows : 

First. Inasmuch as the only orderly incomes not repre- 
sented by property or l>usiness organization are incomes which 
accrue on account of personal service, the income tax should 
be limited in its aj)plication to this class of incomes. To this 
should be added the inlieritance tax, which is a tax on income 
of property and which rests upon considerations peculiar to 
itself. 

Second. Inasmuch as land is the only form of property 
the source of an orderly income commercially homogeneous, 
the property tax, if used at all, should be limited to a laud 
tax. 

Third. The chief reliance of the revenue system should 
be the business taxes; use should he made of the license 
tax, the franchise tax, the corporation tax, and tlie excise 
and customs taxes according to the fiscal needs of the govern- 
ment and as determined by the commercial and social con- 
ditions of the people. 
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The pre.scnt chapter changes slightly the point of view 
from which tlie general question of taxation has thus far been 
regarded. Having considered the nature of a tax, the employ- 
ment of the taxing power, and the peculiar relation of citi- 

as taxpayers, and having analyzed the various kinds of 
taxes, it now becomes our task to inquire how taxes work. 
Ihis, it will be observed, approaches the problem from the 
point of view of the social interest, it holds in mind the pro- 
cess of social evolution, and includes within its inquiry the 
broad question of social utility. The analysis itself will be 
niinute and technical, but the bearing of the analysis is com- 
prehensive and general. It presents a line of observations 
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essential for a wise opinion respecting a nation's financial 
policy. 

63. The Shifting and Incidence of Taxes. — As introduc- 
tory to an analysis of the way in which taxes work, it is 
necessary to consider the slutting and incidence of taxes. 
Tlicre is perhaps no (iiiestion respecting which so many con- 
flicting views arc entertained. Professor Seligman, whose 
ability to review bibliography and classify literature is un- 
excelled, sliows in his chapter upon “ d'lic History of tlie 
Doctrine of Incidence " tliat there are ten distinct groups of 
opinion entertained by writers up(.)n tins subject, and this of 
itself is ade(|iiri[e to suggest the care with wliich the student 
should enter u|)on its cousideralion. 

(i) 'run Kst: of Tiuoms. — dlie confusion with which the 
uibject of tlie sl}ifting and incidence of taxes is siUTiUindcd 
is in part traceal)le to the ineoinpletc analysis of the laws of 
value, InU it is due in larger measure to the unwiiliugness of 
writers to separate the (jUes’iou, W'ho |>ays the tax ? from the 
quesrirni, \A’hal are the results of such ])a)'mcnt ? One 
should not l)e led, in foll<.)wing out tlie incidence (jf taxes, 
be\'ond tlie legitinuile sidien; of liis analysis. 

By the inciilence of taxes is meant the final resting-])lace 
of tlicir jiayment ; by the shifting < d* ta.xes is meant the jarocess 
acca.irding to wliicli he who makes pax inent iinjxascs what lie 
has ])aid upon some one else. A study of incidence and sliift- 
ing, therefore, eoiifiiies itself t(j an anal'.sis and t'lassilicalion 
of the conditions under which a sum of money paid by one 
person to an olTicer of the goveniment in satisfacli<Mi of a 
revenue law may be inrlnd»;d in the prii'c of the eommndii'r 
whicli he sells or of the service which he renders, and, thronghi 
the medinm of price, change this payment over to some otlier 
person with whom lie has eommereial or professional dealings. 
It is, therefore, evident that in tracing the commercial and 
social resitlts of taxation it is important to discover who jiays 
the tax ; and it is equally evident tliat in sucli an iuvesligatiou 
the student must draw a sharp line l)etween the shifting of 
taxes and the shifting of occupations or investments which 
follow as a result of taxation. 

The difficulty which surrounds this subject is bound up 
in the loose ideas entertained respecting the payment of a 
tax. Manifestly there can be no payment by the citizen 
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unless there is a corresponding receipt by the government; 
but were one to judge by the literature of the subject, any 
disturbance in manufacture, sale, or consumption resulting 
from the imposition of a tax should be counted a payment. 
The error underlying this conception may be made clear by an 
illustration. Suppose a tax to be imposed on the sale of 
meat. The butcher must either pay the tax out of his income 
or add it to the price charged for meat. Should he pursue 
the latter course he would lose part of his trade, and through 
curtailment of sales reduce what otherwise might be liis clear 
income. Now, it is certainly an unwarranted use of language 
to say that the butclier pays the tax, or indeed any portion 
of it, because it decreases an assumed income and prevents 
him from obtaining less than what, independently of the tax, 
existing comtnercial conditions miglit lead him to expect. 
He is doubtless inconvenienced l»ecause of the tax. He will 
be obliged to readjust his l)usiness calculations on account 
of the tax. He is keenly conscious of the fact that the 
government demands for itself part of tlie money that pre- 
viously came to him in the purchase of meals; but he does 
not pay the tax. One must admit tlie trutli of this statement 
when it is observed that the same commercial results would 
follow, so far as the butcher is concerned, should the govern^ 
ment by some other means take to itself an ctiual amount 
from the fund assigned to the payment of meat l)ills in the 
domestic budget of customers. He might, then, continue to 
offer his meats at the old price, but his sales would ]x‘ cur- 
tailed. and his pros|)cctive income would l)c reduced, just as 
though he had raised the price of meats to cover a corres])ond- 
ing tax imposed upon his business. It thus appears that a 
tax may bo completely shifted, so that the manufacturer or 
trader is etilirely reimbursed for tlie sums paid to the govern- 
ment in satisfaction of revenne laws, and still he may feel 
the inconvenience of tlie lax levied. A study of the results 
of taxation covers not only the question of tax payment, bnt 
the ultimate consequences of such payments as well; it is, 
however, essential that the student should distingiiisli lietvvecn 
the question of incidence and the question of commercial re- 
sults. 

(2) Txctdexck and the Laws of Pkice, — A s a first step 
^ in disclosing the manner in which taxes work in a community 
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it is necessary to inquire by whom taxes are paid. This is a 
question for the economist rather than the financier, since it 
pertains to the conditions under which and the extent to 
which a tax l^ecomes an clement in the cost of goods or tlie 
price paid for services rendered. With one modification this 
treatise follows the analysis of the classical school of econo- 
mists. It accepts the view that taxes are either direct or 
indirect, a direct tax being defined as one the payment of 
which docs not incor])orate itself in the price of any par- 
ticular commodity or service, while an indirect tax is one 
the payment of which is carried over, either in part or in full, 
to the consumer by l)eing incorporated in the price of con- 
sumable goods. From this it follows that the question of 
tax payment must conform in its analysis to the economic 
laws by which normal prices are rletermined. The student 
is referred in this connection to Mill's discussion of the laws 
of price. 

The price-making forces in a free industrial society arc 
commercial supply and commercial demand, and wliat is 
known in classical economy as the three laws of ])rice are 
nothing more than a statement of the way in which these 
forces work under the tliree possible conditions of production. 

(a) Goods Produced at Uniform Cost . — 'Fhe first condition 
holds in mind commodities which are susceptible of in- 
definite multiplication without increase in cost.” In general 
manufactured commodities are produced under the conditions 
here implied. Ten thousand yards of cloth can be produced 
at a given cost, and the cost per yard for manufacture will be 
neither increased nor diminished because there is demand 
for the ])roduction of eleven thousand yards ; or, what amounts 
to the same thing so far as the law of price is concerned, 
should this increased demand permit a better organization 
of industry and a consequent reduction in cost, tliis reduction 
will tend to become universal for all producers. No barrier 
exists, in the nature of the case, to the indefinite increase of 
goods of this class. Under such conditions there can be no 
permanent “ differential gain ” independent of the personal 
qualities of undertakers, ddie phrase “average cost” comes 
to have a definite commercial meaning and will, as a result 
of competition for sale, tend ‘ever toward the actual cost. 
The normal price under such circumstances is the cost price, 
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and the law of price for coniiiKjdities of thi.s class is that the 
market price tends always toward the normal price. 

What is the nature of a tax which by any of the many 
possible methods of legislative procedure attaches itself to 
the production of goods of this class ? The answer to this 
question is simple. Such a tax would be common to all 
producers. It would be recognised by all as a permanent 
element iti cost, and, being both universal and permanent, 
would incorporate itself in price. 1'he manufacturer would 
not pay the tax, although it may be collected from him by 
the agent of the State; for, adding the tax to the price of 
the commodity which he produces, he would reimburse him- 
self by selling his goods at an increased price. The consumer 
pays the tax in the same sense and to the same relative extent 
that he pays for the raw material in the article, or the wages 
expended in its manufacture. All taxes, therefore, on manu- 
factured goods not produced under conditions of monopoly, 
or on the process of mamifacture or sale of such goods, or 
which in any way enter into the conditions of production as 
a permaueiit and universal element, are indirect taxes, and 
their incidence rests with the consumer of the goods. 

(//) Goods Produced at Expanding Cost . — The second case 
presented by the economists pertains to ** commodities which 
are susceptii)le of indefinite multiplication, but not vvitliout 
increased cost.” All agricultural goods are included under 
this head. These are goods subject in their ])roduction to 
the “ law of diminishing returns.” The most propitious con- 
ditions for production, that is to say, the conditions where it 
costs the producer the least, may not he adccjuate to meet 
the current demand, and, consequently, less favourable 
conditions, that is to say, conditions under which it costs 
something more, must he accepted in order to bring 
upon the market an adecjuate supply. Nature presents 
obstacles to some producers of this class of goods which 
she ‘does not present to others, and the price must so 
adjust itself as to offer adequate inducements to producers 
to enter upon the less favourable conditions of produc- 
tion, and to overcome the more serious obstacles that pre- 
sent themselves. Under such circumstances there can be 
no average cost.” On the contrary, there are as many 
different costs as there are* different conditions for produc- 
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tiori ; but, inasmuch as these conditions are permanent, by 
which is meant that competition has no tendency to wipe 
them out, the price of the goods in question will be adjusted 
to the highest of the permanent costs. The second law of 
price, therefore, is that the market price for goods produced 
under the conditions of the law of diminishing returns 
tends to the cost of those portions of the necessary supply 
which cost the most. 

What, we may now ask, is the nature of a tax which at- 
taches itself to the production of goods of this class ? Our 
answer is that it depends upon the manner in which the tax 
is assessed. It is clear that, under the conditions described, 
an unusual gain, called a rent, a royalty, or a differential 
profit, arises to all producers except those confined to the 
most unfavourable conditions of production. If, now, this 
rent or royalty or differential gain be made the basis of a 
tax, the price of goods will in no maimer be affected, inasmuch 
as, there being no rent or royalty at the margin of cultivation, 
such a tax cannot alter the conditions of cost at the point 
where price coincides with cost. This, in a word, is the 
reason which leads all economists to consent that a tax on 
rent is a direct tax, and cannot be shifted from the owner 
of the land (or whatever by its possession brings rent) to the 
consumer of the products of the land. Such is the first 
answer to the question asked. 

In case, however, the tax is so levied that it applies uni- 
formly to all land, some other element being made the l)asis 
of the tax than the annual rent or the value of property, 
the question must be answered in a different manner. Since 
the tax attaches to the process of production where produc- 
tion costs the most, this I>eing the process where cost deter- 
mines the normal price, the tax will become a new element 
in cost. It will increase the cost and consequently enter into 
the price. Such a tax Avill be an indirect tax and be carried 
by the price through all subsequent manufacturing or com- 
mercial transactions until it is paid by him who consumes 
the goods as a final product. 

It seems, then, that a tax on the value of land, or on the 
value of any property which gives a differential gain, is a 
direct tax; while a tax on laijd according to area, or on 
the process of agriculture, or on the product of the agriciil- 
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tural industry, such taxes being universal and uniform, is an 
indirect tax. The former is paid out of the income of those 
who own the land, the latter out of the income of those who 
consume the products of the land. 

(r) Goods Froduced under Conditions of Monopoly. — F^esidcs 
the tw^o conditions already described, goods tnay be produced 
under the conditions of a more or less strict monopoly. By 
a monopoly is understood any condition of production in 
which competition fails to guarantee the consunier a price 
gravitating toward either an average cost or a liighest cost 
of production ; that is to say, all processes of production that 
do not fall under the one or the other of the cases already 
named are monopolistic in character. The analysis is ex- 
hausted. If price tends toward neither the average cost nor 
the highest cost, but is (ietermined without regard to cost, 
the goods in question must subject themselves to the third 
law of price, now about to be stated. 

Although Mill recognised monopoly price and discussed 
it as a phase of commercial supply and commercial demand, 
the monopolistic organization of industries as we see it in 
the last half of the nineteenth century had not sufticiently 
developed to arrest the attention of his keen ol)servation. 
The recognition of this class of goods at present is impera- 
tive in order that the laws of price may retlect tlie realities 
of industrial j)racticc. The normal effect of competition 
under the conditions of free economy is to drive price to- 
wards cost (the average or the highest cost), but in the case 
of monopoly-fmoduced goods competition, althougli j)resent 
in certain of its forms, is not the controlling consideration 
in the determination of price. 1 Vices are. on the contrary, 
determined l)v general commercial considerations, a conclu- 
sion that may be formulated as follows : The law of price for 
monopolv-produced goods will adjust itself to what the traffic 
will bear. This knv is the commercial expression of many 
psychological principles wdiich it has been the task of econo- 
mists to analyze anew during recent years. It is sufficiently 
accurate to be worth v the name of an economic tendential 
law, and its recognition is essential for one who attempts to 
follow out the incidence of taxes imposed upon monopolistic 
industries. » 

Two cases of monopoly production present themselves* 
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The first is that of a simple monopoly, by which is meant 
a monopoly in an industry that, so far as its industrial nature 
is concerned, is like an ordinary industry, but, because of 
some legal privik\ge, such as exclusive right to manufacture, 
is free from the coin])etition of other producers. Goods pro- 
duced under the protection of a patent may be taken as typical 
of a simple monopoly. The second fortn of monopoly does 
not rest on a legal privilege or on any arbitrary advantage 
over competitors, but upon the nature of the industry in 
question. An industry superior to competitive interference 
because of the volume of the traffic which it commands is 
an illustration of such a monot)oly. In such an industry cost 
decreases relatively witli the inerease of business, and the 
industry that exists has, on this account, an advantage (.)ver 
the industry of the same class struggling into existence. 
These are the industries subject to the “ law of increasing 
returns ” as compared with ordinary industries which, in 
their production of goods, are subject to tlie “ law of constant 
returns.” The railway industry is an illustration of this 
second class of monopolies. Assuming stability in rates, 
operating expenses do not increase as rapidly as the increase 
in gross earnings due to the increase in traffic. A new com- 
pany with light traffic cannot com])ete on equal terms with 
an old company that enjoys a dense traffic, and on this ac- 
count the comjietitioii wliich exists in the railway industry 
is not such as to guarantee a ])rice tending toward cost. I'he 
importance of this distinction between arliitrary or natural 
monopoly on the one hand, and tlie monopoly that rests on 
the peculiar nature of the business on the other, will shortly 
be made apparent. 

In the case of goods made, or of services rendered, imder 
the conditions of a monopoly, price will settle at the point 
which secures the largest demands consistent \vith the highest 
net jirofit. That point can only be determined by experi- 
ment. Demand will increase as the price falls, and so long 
as the increased net returns incident to increased sales exceed 
the loss of profit due to a fall in price, it will pay the producer 
to lower the price,* The results prove the traffic to have been 

* No attempt is made in this connection to explain the fluctuations 
in demand on account of the change in price, as this would lead too far 
into an abstruse economic analysis. 
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capable of bearing the lower price. There comes a point in 
the price movement of every commodity at which a further 
reduction will not occasion as great a gain on account of the 
increased sales as would be the loss resulting from the lower- 
ing of the price on assured sales. It is at this point that the 
fall in price will be arrested, and liere it will remain until some 
change takes place in demand, or in the conditions of produc- 
tion, by which the established relations are disturbed. This 
is the highest price that traffic will bear consistent with the 
most profitable management of business. 

How will a tax which attaches itself to the process of 
production of such goods affect the price ? Will it be paid 
by the producer or by the consumer ? Will it be a direct 
or an indirect tax ? The answer is that it will not be paid 
entirely by the producer or by the consumer; it will rather 
gravitate towards the one or the other according as the de- 
mand for the commodity in question is an elastic or an in- 
elastic demand. 

x^s illustrating this statement it may be well to add a word 
respecting the meaning of the phrase payment of a tax.^’ 
In the case of a tax on rent the payment is made from the 
income of the owner of the rent-bearing property. Ilis in- 
come is reduced by the payment, and there is an end of the 
matter so far as payment is concerned. It is true that a 
reduction of his income impairs his ability as a consumer, 
and in this manner the tax works back upon the amount of 
general commodities that can be sold, and upon the extent 
of profit or the amount of industry in the country; but the 
payment of the tax lies with him who receives the rent. In 
the case of a tax upon manufactured goods produced in a 
free market, that is to say, under conditions in which com- 
petition may effect its normal results, the same general con- 
clusion may be arrived at, with the exception that in this 
instance the consumer pays the tax. The consumer's income 
available for the purchase of commodities is rcdticed by the 
full amount which the State collects; and, as in the case of 
a tax on rent, the commercial influence of such a payment 
is exerted through the decrease in the purchasing power of 
the community for general goods. The recoil of the tax pay- 
ment is not confined to th^ producer of particular goods 
upon which a particular tax is levied, for it is evident that 
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the producers of these goods must retain the average rate of 
profit as compared with other occupations, and they will not 
consent to deprive themselves of an income less than that 
obtained in the lines of business with which they compare 
themselves in order to keep a larger custom.* The tax may 
occasion a shifting in occupations, but this adjustment having 
been accomplished, the same relative profit or income will 
be established (though not the same price relations) as before 
the tax was imposed. 

It is also evident, looking at the matter from the side of 
the consumer, that the tax wdiich raises the price of a par- 
ticular class of goods wall not reduce the consumption of 
those goods to the full amount of the tax ; it will rather cause 
a readjustment in the amounts apportioned to the several 
chapters of the domestic budget. Money which l)efore went 
to the purchase of other goods will now be transferred to 
strengthen the fund depleted by the tax on the particular 
commodity in question ; and this wall react upon the pro- 
duction of all goods and not confine its infiuence to the pro- 
duction of the goods taxed. Our conclusion is, therefore, 
that the incidence of a tax is arrested at that point in its 
shifting where the result of the payment becomes general 
rather than particular in character. So far as one can trace 
a difference in the relative rate of profit secured by the pro- 
ducer upon whom a special tax is imposed as comtiared with 
other producers, he is justified in asserting that a tax has 
not reached its final incidence; to go beyond this, howa^ver, 
w'ould be a misuse of the conce[)tion of tax payments and a 
misapprehension of the theory of incidence. 

This distinction having been grasped, there is little diffi- 
culty in ap|)reciatiug the nature of the tax that attaches itself 
to the process of manufacture or sale of monopoly-produced 
goods. As already stated, it is partly a direct and partly an 
indirect tax, and the ratio of these two qualities to each other 
depends upon the elasticity of demand for the goods in ques- 
tion. This wall become clear if we trace the effect of a newdy 

* The avcra^^c profit here referred to is the rate of profit as deter- 
mined by general commercial conditions; It must not be confoundcfl 
with the (HfTcrcntial profit to undertakers on account of their varying 
grades of industrial skill. For the result of a lax on industries which 
show a difference in the undertakers’ returns see pp. 404, 405. 
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imposed tax. The price before the tax is all the traffic will bear. 
It has adjusted itself to the largest sale consistent with the 
highest profit. Either a higher or a lower price will reduce the 
profit, the elements of cost of production remaining stable. Now, 
a tax is a new element of cost and requires a new adjustment 
of price. The goods will not ])e offered at the old price, for, 
although in this manner their consumption would not be 
impaired, the profit to the producer would l)c reduced by 
the amount of the tax. On the other hand, should the tax 
be added tr) the price tlie consumption w^juld be curtailed 
and the gains or profits of the producer would l)e decreased. 
Since the tax introduces a new element in cost, ex[)eriinenta’- 
tion in price-making must be undertaken anew, and llie re- 
sult will be the determination of a price adjusted to the new' 
conditions. Sales will be curtailed by the increase of price, 
and [)rofits also will be reduced as compared with the previous 
rate of jjrofit. So far as the increased ])rice rests vvitli the 
consumer, it will Ijc followed by the general results that al- 
ways follow the pas'iiient of taxes; so far as it results in the 
decrease of profits, it rests with the producer. It will cause 
no shifting of ca])ital or of (.)cciq)ation, as in the case of goods 
|)ro(htce(l at normal ])rolit, because tlie profit is still above 
the normal rate notwithstanding the tax. Such a tax, there- 
fore, is shared by producer and consumer. In case the coin- 
niodity sup|;)Hes an urgent need so that its utility is highly 
estimated, demaud will he hut slightly affected by the rise 
in price, aiul the al)ility of the |)roducer to sliift (lie tax will 
he rclativelv great. In case, on the other liand, the goods 
in question are of iittle significance in tlie accustomed stan- 
dard of living, deniand w’ill be very sensitive to indce, and 
the producer’s ability to sliift the tax will he correspondingly 
decreased Ibit in any ease tlie tax on goods produced under 
monopoly will he .shared by the two parties. 

Attention was called to the fact that monopolies are of 
two sorts: the arbitrary monopoly and tlie monojioly incident 
to the nature of the industry. So far as taxes are concerned 
the former of these monopolies commands the situation more 
perfectly than the latter, since the effect of raising the price 
to recoup the tax is limited to the loss of trade. Ihis is 
equally true of a mono|)oly of the second sort, hut in addition 
to this result an industry that depends on the volume of traffic 
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for its rate of profit, becaUvSe the larger this traffic the less 
is the ratio of operating expenses to gross income, must cal- 
culate upon the effect of the reduction of traffic upon the 
per cent of net to gross earnings. To express this in another 
way, >such an industry will not only suffer in the reduction 
of its sales should it add the tax to the price, but, by virtue 
of reduced sales, will also suffer in the reduction of the rate 
of profit upon such sales as it retains. This being the case, 
an industry administered under the law of increasing returns 
is less aide to throw off the tax imposed upon it than an 
ordinary legal monopoly. Indeed, one might almost con- 
clude that such a tax cannot lie shifted ; that it is retained as 
an element of cost to the producer. 

(3) Tun IxroMK T.\\.> — Tlie foregoing analysis upon the 
incidence of taxation has confined itself to tracing the result 
of the land tax and of business taxes. The only class of 
taxes which remains is taxes on income. It is evident, from 
the line of reasoning already pursued, tliat a tax on income 
must he a direct tax. It can have no effect u{)on the price 
of any particular commodity, or upon the rate of profit in 
any particular industry. The reaction that may l)e attributed 
to it will be of a general and not a particular character, and 
this, according to our use of the phrase, proves the income 
tax to be a direct tax. The only possible exception to this 
statement presents itself when a poll tax or a class tax is 
imposed at so high a rate as to impair the accepted standard 
of living for the wage-earning classes. Such a tax would 
doubtless result in an increase of wages, and through wages 
the cost of production or the price of service. Besides this, 
however, the generalization admits of no exception. 

Our conclusion, then, respecting the incidence of taxes 
is as follows : 

An income tax is a direct tax. 

A land tax is a direct or an indirect tax according to the 
manner in which it is levied. 

A business tax is indirect for all industries and occupa- 
tions subject to competitive control, but for industries carried 
on as monopolies it is partly direct and partly indirect, the 
adjustment varying with the elasticity of demand for the goods 
in question. « 

64. The Industrial Besults of Taxes. — Having eliminated 
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from the discussion the question of tax payment, we are now 
prepared to consider the broader question of the manner in 
which taxes work. There is nothing peculiar in the intluence 
of tax payment as such upon the industrial activities of the 
State. 

(i) Genkral Results Working THROurui Consump- 
tion. — Tax payments form an item of expense to the 
citizen, and the only way in which tliey can toucli general in- 
dustries is through curtailment of demand or encoiiragenient 
of supply of those services or commodities furnished by pri- 
vate enterprise. Should the payment be a constant amount 
from year to year, or a constant proportion of social income, 
industries would adjust themselves to established fiscal con- 
ditions and would continue without any conscious aiiprecia- 
tion of the government’s demand for money. Whether or 
not this would be an advantage depends n|)on the peculiar 
needs of the people at the period under consideration. It is 
only when some radical reform is made in the tax policy, 
either in changing the amount demanded by old taxes or in 
levying taxes in some new form, that the influence of tax 
payments upon industries becomes apparent. 

The nature of this infiiieuce has already been referred to 
in tracing the incidence of taxes, and is familiar to the student 
of economy. It may be illustrated by reference to an ordinary 
commercial transaction. Should rents for dwelling-houses 
rise or fall from an assumed standard, incomes meanwhile re- 
maining stationary, tlic fact that a liigher per cent of ordinary 
expenditure takes the form of rental payments would (juickly 
be reflected in general industrial organization. Forms of con- 
sumption previously indulged in would be curtailed, and the 
consequent reduction in demand would necessitate reorgani- 
zation in the order of industry. Kow, a tax is like rent in 
this particular, that it is a fixed charge upon a given standard 
of comfort. What is spent in the support of the State cannot 
be spent in the support of private eutcrjirises, and inasmuch 
as the State fixes the amount of its expenditure in an arbi- 
trary manner, it follows that the general industries of the 
country must content themselves with a development that 
can be supported by what is left of the income of the people 
after public demands have bee.n satisfied. 

In all this there is nothing peculiar. The industrial effect 
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of any radical modification in the taxing system would be 
similar to that sure to follow should a change in fashion, or 
the development of a new taste, disturb the established rela^ 
tion of demand and supply, especially if this change were of 
such a sort as to shift demand from one class of producers 
to another. The appearance of the bicycle presents an ih 
lustration which will make clear the analogy. This machine 
provides a new pleasure to a very considerable class in the 
community, and has disturbed accustomed ex])enditures. 
Piano-makers, tobacco manufacturers, theatre companies, and 
the producers of other analogous pleasures complain that 
their business is curtailed on account of the expansif)n of the 
bicycle trade. The industrial disturbance resulting therefrom 
is very considerald.e and must be followed l)y a readjust nient 
of investments and occupations. In tlie same way a modi' 
fication of the tax policy l)y which the income of one class 
is relieved at tlie expense of another class will l.)e followeil 
by irn])ortant industrial consequences. (‘a})ital will be dis- 
charged from the service of those upon whom are inqiosed 
the tiew demands and pass to the service of thos(‘ who are 
relieved of payment. Tlie transfer of capital implies the trans- 
fer of labour, and thus a certain numlicr of employers and 
em|)loyes will be obligerl to learn a new business as a result 
of the changed tax. This leads to a most im])ortant con- 
clusion. ddie l)nrden of a new tax, or of a modilh'ation of an 
old one. cannot he measured l)y traciipg the payments which 
they occasion ; tlie true l)ur(len is borne by those vvlio rmist 
readjust tlieir l)usitiess to couform to tlie new commercial 
conditions resulting from the tax. It is similar in kind to 
the Inirden resulting from a new invention, tliongh unfortu- 
nately it cannot be subjected to the severe commercial ordeal 
by wbicli the desirability of a labour-saving machine, as com- 
pared with old methods, may be determined. 

The practical lesson to be learned from the above is that 
a taxing system to which the industries of the country have 
adjusted themselves has logically the right to urge the argu- 
ment of presumption. Under ordinary circumstances the fact 
that it is in possession of tlic field should be final against inno- 
vation. Nothing can be worse than continuous meddling 
with tax laws. The time coiyes in the life of every nation 
when reforms arc necessary, but in judging of those reforms 
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no statesman will fail to weigh the industrial burden imposed 
by the necessity of industrial readjustments. 

(2) Three Special Cases.— It will be observed that the 
above line of reasoning assumes a stationary social income 
and an established distribution of income among the several 
classes. It assumes also a uniform rate of profit and a con- 
stant amount of capital. But these assumptions may not be 
correct, and, as matters are observed to work among energetic 
peoples, probably will prove to be incorrect. The industrial 
public is not devoid of will or of purpose. It is essential, there- 
fore, that our analysis take into consideration the conscious 
efforts of men to lighten the burden of tax j)ayments. There are 
several ways in which the levy of taxes may affect industrial 
conditions so as to modify in part the rigour of the foregoing 
conclusions. Tliree of these will be mentioned. 

The levy of taxes may result in raising the income of the 
purchasing public. 

The levy of taxes may result in reducing the cost of pro- 
duction. 

The levy of taxes may result in reducing the level of aver- 
age profits. 

(a) Taxes may Increase. Income. — I'he amount of income 
wdiich a nation enjoys is very largely a question of motive and 
of opportunity. A tax cannot, of course, originate motive, 
nor can it create opportunity; for motives lie deep in the 
character of the nation, and opportunity depends on physio- 
graphic and commercial conditions. A new tax, however, 
may incite to greater activity on the part of the people and 
consequently serve as the occasion of an increase in income, 
provided it be levied in such a manner as to stimulate indus- 
trial enterprise. It must be remembered tliat a tax is always 
levied in the presence of an establislied standard of living, 
an«l an increased demand on the part of the State presents 
to the citizen the alternative of suffering deprivation of ac- 
customed comforts, or of employing greater skill or increased 
labour in industry. It is no argument against this claim 
to say that a man must always choose between unsatisfied 
wants and increased exertion, and that consefiuently tlie levy 
of a tax makes no change in the conditions under which the 
motive to industry presents itself. McCulloch very truly as- 
serts that man is not influenced solely by hope, he is power- 
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fully operated on by fear. Taxation brings the latter principle 
into the field, and to the desire of rising in the world implanted 
in the breast of every individual the increase of taxation 
superadds the fear of being cast down to a lower station, of 
being deprived of conveniences and gratifications which habit 
has rendered all but indispensable; and the combined in- 
fluence of the two principles produces results that could not 
be produced by the unassisted agency of either.” * 

The fact that a tax levy may energize industrial activity 
is no justification of the levy of taxes, nor can a tax on this 
account be regarded as in itself a blessing. Activity is only 
reasonable when it results in some definite advantage, and 
should the State have no need of the money, it would, under 
ordinary conditions, be foolish to demand it for the sake of 
inciting citizens to work harder than they otherwise would 
work. 

(h) Taxes may Cheapen Produefion . — A tax may, in the 
second place, result in cheaper methods of ])roduction by in- 
citing producers to invention and more profitable organiza- 
tion. The fund from which the tax is paid is iti this case 
created by the reduction in the cost of manufacture. 
It seems of the higliest importance to the manager of an 
industry to maintain his accustomed sales. With pro- 
ducers as with consumers fear is a stronger stimulus 
to exertion than hope, and for that reason one is per- 
mitted to say that an industrial undertaker will put 
forth greater effort to hold a market once gained than to 
gain a more extended market. It must also be remembered 
that the adoption of new machinery or the introduction of 
new methods of production is not infrequently the result of 
some unusual occurrence in the conditions under which the 
industry is carried on. Notwithstanding commercial com- 
petition the sentiment is strong among the business men of 
letting well enough alone. It is probable that every manager 
of an important industry knows ways by which production 
might be cheapened, but hesitates, in the absence of any com- 
pelling reason, to undertake the experiment. Especially is 
this true of large enterprises where the routine of administra- 
tion engages to the full the ordinary energy of the manager. 
How frequently docs it occur tjiat a strike among labourers, 


* McCulloch, Taxation and the Funding System^ p. lO. 
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by which the orderly procedure of the business is for the 
time broken up, is made the occasion for putting new ma- 
chinery into use ! In the same way any unusual occurrence 
is capable of serving as a stimulus to industrial economy, from 
which it follows that a tax may result in raising the plane 
of industrial efficiency. 

The above reasoning follows the spirit of McCulloch’s 
argument, differing in it only in that fear is recognised as a 
stronger industrial native, during the limited time during 
which it acts, than hope. This being the case, it is appro- 
priate to quote from McCulloch the limits under which the 
principle should be applied. 

“ But we must be on our guard against the abuse of this 
doctrine, and must not suppose that because it holds in certain 
cases and under certain conditions, it will therefore hold in 
all cases and under all conditions. To render an increase of 
taxation productive of greater exertion, economy, and inven- 
tion, it should be slow and gradual : aiul it should never be 
carried to such a lieiglU as to incapacitate itnlividuals from 
meeting the sacrifices it imposes by such additional exertions 
and economy as it may be in their j)ovver to make without 
requiring any very snd<len or violent change in tlieir habits. 
The increase of taxation should never be so great as to make 
it impracticable to overcome its influence, or to induce the 
belief that it is impracticable. Difficulties that are vSeen to 
be surmountable sharpen the inventive powers, and are readily 
and vigorously grappled with ; but an apparently insurmount- 
able difficulty, or such an increase of taxation as it wais 
deemed impossible to defray, w'onld not stimulate but destroy 
exertion. Whenever taxation becomes so heavy that the 
wealth it takes from individuals can no longer be replaced 
by fresh efforts, these efforts uniformly cease to be made; 
mdnstry is paralyzed, and the country declines. Oppression, 
it has been said, either raises men into heroes or sinks them 
into slaves; and taxation, according to its magnitude and the 
mode in which it is imposed, either makes men industrious, 
enterprising, and wealthy, or indolent, dispirited, and im- 
poverished.” * 

The thought that taxation may serve as an artificial stimu- 
lus presents itself in yet another form. It sometimes 


* McCulloch, Taxation and the Funding System^ p, II, 
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happens that nations fall into industrial lethargy, or that cer- 
tain classes of workers, through ignorance or hopelessness, 
fail to avail themselves of the best industrial methods. Under 
such circumstances it may be well to apply the lash of taxa^ 
tion. The line of reasoning is the same as that followed by 
Arthur Young, who advised the landlords of the last century 
to raise their rents, believing that no other means remained 
to induce tenants to educate themselves in better methods 
of agriculture. This is undoubtedly a dangerous doctrine, 
because the policy it proposes can with great difficulty be 
wisely administered; but in an analysis of the possible work- 
ings of taxation it deserves mention. Taxation brings the 
principle of fear into the. industrial held. It is not. indeed, 
a steady, constant, healthful principle like that of hope, but it 
IS undoubteilly true that fear of retrogression is stronger as 
an industrial motive than hope of progression, and, provided 
the policy be wisely administered, the financier may confi- 
dently expect that a part at least of the payment demanded 
by a new tax will be mot by reduction in the accustomed 
cost of i)roducing goods, and not out of the economies prac- 
tised in the accustomed lines of expenditure. 

If taxes properly levied may be tlie occasion of industrial 
progress, it is e(jually true that unjust and burdensome taxes 
are followed by industrial retrogression. History offers many 
illustrations of this truth. But it should be noted that the 
depressing influence of taxes is for the most part due to 
excessive demands and unjust methods, or to the cotiviction 
that tlie interests of the taxing body are foreign to the in- 
terests of the tax-payers. It does not lie in the nature of 
just taxation to depress industries. 

(r) Taxes may Reduce the 1x7x1 of Profit . — There is a third 
avenue along whicli the pressure of taxation may show itself 
in the industrial sphere. It may result in reducing tlic aver- 
age rate of profit, and through the influcTice of this modifica- 
tion tend to increase the normal size and possibly the average 
efficiency of industries. When considering the incidence of 
indirect business taxes it was learned that the average rate 
of profit in the community might be reduced through the 
curtailment of sales on account of the fact that a tax attaches 
itself to the income of customers^. This conclusion rests upon 
the assumption of an average rate of profit in a community, 
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and upon the idea that the reflex of a tax which curtails 
the amount of income available for the purchase of goods 
is uniform upon all producers. This assum[)tioii, however, 
is not quite correct, for it ignores the personal element in 
the problem. Some undertakers are more skilful than others 
and are on that account able to secure a higher return with 
the same amount of capital For these a slight reduction in 
the rate of profit woukl not be a serious affair; but for those 
who arc conducting their business on the margin of inca- 
pacity even a slight decrease in returns would occasion the 
abandonment of their 'business. The incompetent cannot 
support the addition of the tax to the cost of production, and 
the effort on the part of the more competent, who enjoy a 
differential profit above the average or normal rate, to retain 
their customers by paying the tax will drive the relatively 
incompetent business managers to the wall. Customers, how- 
ever, must be supplied, and it is evident that this supply must 
come from an expansion of the business of the more success- 
ful undertakers ; so that, in the long-run, they will not suffer 
in income by the reduction in the rate of jirofit. They will 
gain in increased sales what they lose in increased cost. 

The burden of a tax that works in this manner rests upon 
those incompetent producers who were not able to maintain 
themselves under the new conditions of competition. This 
burden docs not express itself in money payments, but in 
the fact that certain men who before were independent in- 
dustrial factors have lost their independence, and have been 
forced into the ranks of lalxmrers in tlie employment of their 
more able rivals. Industrially this is a permanent gain to 
society. Financially, also, it commands approval because the 
tax has so worked upon industry as to create the fund from 
which it is paid; that is to say, it has resulted in a reduction 
of the cost of production not followed by a corresponding 
reduction in the market price of goods sold, the difference 
going to the State as a tax. The loss, if there be any loss, 
shows itself in the disappearance of certain centres of com- 
petition. The effect of the tax which impinges on profits 
under the conditions described is the same as the effect of 
trades-unions when they raise wages at the expense of a rate 
of profit. Roth the tax and tht demand for increase in wages 
succeed in taking something from the established rate of 
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profit, and they do this at the expense of the relatively in- 
competent undertaker. Both intensify the tendency toward 
large industries. Whether or not the result justifies the 
means does not here come into controversy. 

(3) Taxation and Valuation. — We cannot close this 
discussion upon the industrial results of taxation without call- 
ing attention to the effect of taxes on the value of incouie- 
bearing property that may be bought or sold. Land is such 
a property, as also stocks of an industrial corporation, or 
the franchise upon which a corporation operates. In all these 
cases the commercial value of the property is equal to the 
capitalization of the accepted income at the assumed rate of 
interest. Land, for example, which pays a rental of two dol- 
lars per acre is worth twenty dollars per acre if interest is 
ten per cent. Now, it is evident if the value of property 
is equal to the capitalization of the income arising from 
it, that any reduction of the income will tend to reduce the 
value of property l.)y an amount equal to the cai)italization of 
the reduction. The [)urcliaser of such ])roperty recognises 
that it is imposed with a permanent charge, and, in calculating 
what he can give, will capitalize only that portion of the 
amount left to him after the cliarge is paid. Suppose, for 
example, interest being ten per cent, that land worth 
twenty dollars per acre without a tax be imposed 
with a tax of twenty-five cents per acre; it will then 
give to the purchaser a free income of one dollar and 
seventy-five cents, and not of two dollars, as would have 
been the case before the tax was imposed, and the purchaser 
will conse(|uently bid no more than the capitalization of this 
amount, or seventeen dollars and fifty cents per acre for the 
land. This line of reasoning a])plies to all income-bearing 
property tliat may be bought and sold, and, taken in con- 
nection with what has been said respecting the iiifiuence of 
taxes upon profit, leads to a generalization of universal ap- 
plication. Inasmuch as taxes arc paid out of income, or out 
of funds which independently of a tax would be counted au 
income, it follows tliat industrially they will affect either a 
reduction in the market price of tlie income-bearing property 
or a reduction in the rate of profit or interest. It thus be- 
comes evident that the financier is obliged, in tracing the 
industrial results of a tax, to consider its influence upon com- 
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mercial values as well as upon the demand for commercial 
goods. 

The fact that a tax may be capitalized and reflected in 
values has been made the basis of that strange theory of in- 
cidence known as the capitalization or amortization of taxes.* 
According to this idea he pays the tax who owns the property 
in question at the time the tax is imposed. To revert to 
the illustration given above, the tax of twenty-five cents per 
acre on land, which reduced the value of land from twenty 
dollars to seventeen dollars and fifty cents per acre, was paid 
in lump by the original proprietor of the soil at the time the 
tax was imposed ; that is to say, the tax of twenty-five cents 
per acre was capitalized at two dollars and fifty cents, and to 
this extent the government became a joint owner in the land. 
The student will not be misled by this line of reasoning if 
he holds in mind the interpretation placed by this treatise 
upon the plirase “payment of a tax.” it is true tliat the 
purchaser of property under the conditions assumed takes it 
sulqect to the duty of paying the tax. It is also true that he 
who owns property at the time a new tax is imposed must 
suffer a readjustment, either in its value or in the rate of in- 
terest at which its value is calculated; but the purchaser of 
such property is not excused from an annual payment out of 
the commercial income which his ownership in such property 
brings him. This effect upon values is nothing peculiar. 
Any new tax causes a readjustment in the imlustrial order — 
a readjustment which shows itself either in the demand for 
goods, by which general industries are brought to conform 
their production to the revised domestic ])ndgets ; in the rate 
of profit, in which case relatively incompetent undertakers 
are forced to the wall; or in tlie rcadjustinont of values of in- 
come-bearing property. To admit tliat tlie ca])italization of 
a rent charge demanded by the State in the form of a tax 
frees subsequent pnrcliasers from a tax imposed on land 
vnhics would be equivalent to the admission of all that is 
claimed by the advocates of the single land tax. 1 be com- 
mercial workings of a tax must not be confounded with the 
annual payment of a tax. 

65, Relation of Taxation to Occupation and Invest- 
ment.- — It may be accepted as a general principle that men 
* Seligman, On the Shifting and Jnddt'nce 0/ 'Jaxafion^ p. 52. 
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choose the occupation offering the greatest return for the least 
effort. All things being taken into the consideration, it fol- 
lows from this that a system of taxation so far as it is capable 
of shaping the industrial structure does so by opposing ob- 
stacles to success in certain occupations, or by offering un- 
usual encouragement in others. To understand how a tax 
may become a condition in the choice of investment or of 
occupation tlie thought that commodities are competitors 
for the expenditure of the free social income, and that the 
relative i)rice at which they may be offered is important as an 
element of success in this competition, must be fully appre- 
ciated. In case the tax adds to the current price of one 
article and not to that of another the public will demand 
somewhat less of the taxed article and somewhat more of 
the article untaxed. This is inevitable if the articles in ques- 
tion are interchangeable in their use, as, for exam])le. gold 
and silver, beef and mutton, cotton and woollens; and it is 
also true, but in a less marked degree, when goods do not 
compete directly for ministry to the same want. To under- 
stand, on the other hand, how a tax may encourage the in- 
vestment of capital in a chosen industry it is only necessary 
to call to mind the protective system of im])ort duties, which 
in one form or another has been practised by statesmen 
wherever communities or slates have recognised the impor- 
tance of commerce to political power or to national strength. 

With regard to the relation of taxes and occupations it is 
sometimes asserted that a just r(\^imc of taxation should leave 
industries relatively to each other in the same situation as 
before the tax was imposed. Could this be done the tax 
would have no social results, except such as might arise from 
the diversion of a part of the social income to the support of 
public administration. The important (piestion is, however, 
can this be done ? Is it possible for a system of taxation to 
be neutral as between tlie varying commercial interests ? Ou 
this point there are two opinions. 

By some it is urged that all industries should be taxed 
in a uniform manner. Universality of taxation and unifor- 
mity in the percentage which a tax bears to other elements 
in the cost price of commodities are regarded as the means 
by which society is permitted ks natural development. This 
rule, however, if applied could not accomplish the desired 
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result, for it assumes as true what is in reality false ; namely, 
that wants maintain a uniformily relative intensity under rela- 
tively uniform changes in price. Assume, for example, two 
commodities, the one worth ten cents and the other fifty cents 
per pound. Assume, further, that a twenty-five per cent tax 
be imposed upon both and that the conditions are such that 
the tax must be added to the price. The former article would 
then demand twelve and a half cents, the latter sixty-two and 
a half cents, per pound. Now it is evident that the commer- 
cial demand for the two articles in question wmuld not be 
relatively the same as before. Should they be in any way in- 
terchangeable in use it is certain that part of the demand that 
previously went to the higher priced article would turn to that 
of lower price. If, on the other hand, the articles in question 
minister to w'ants of an entirely different grade (and this is 
the situation wliich presents itself to the financier wdien 
called upon to consider a “ horizontal ’* increase or decrease 
of the rate of taxation) a uniform rise in price of all commo- 
dities would undoubtedly tend to shift demand from those 
which minister to the w’ants of later apt)earance in the order 
of social development to those of more primitive growdh. It 
thus becomes evident that the financier cannot, by so simple 
a plan as that of a uniform tax levy on all values, avoid the 
necessity of considering the influence of taxation upon the 
industrial and social structure of the State. 

The second opinion to which reference was made rests 
upon the admission that taxes, however levied, must exert 
a direct influence, and upon the assumption that, because this 
is true, it is the part of wdsdom to reduce that influence wdthin 
the narrowest possible limits, and to give it play under con- 
ditions that are easily understood. The chief criticism offered 
upon a universal tax at uniform rate is that it quickdy passes 
beyond the ability of man to comprehend. In view of this 
fact it is suggested that no more commodities or classes of 
interests should be included in a tax levy than arc absolutely 
necessary to provide an adequate basis for obtaining the re- 
quired revenue. Simplicity in taxation is conceived to be 
essential to an intelligent opinion respecting the w^ay in which 
taxes w^ork, and simplicity is to be secured by a judicious 
selection of the objects taxeej. Tliere is no better illu.stration 
of a complex and incomprehensible revenue system than the 
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tariff legislation of the United States. It levies import duties 
upon goods that make up the country’s exports as well as 
upon tliose that contribute to the normal imports of the na- 
tion’s commerce; it taxes raw material as well as the manu- 
factured product, and the manufactured product itself is taxed 
at many stages in the process of its manufacture; the rate 
imposed is determined in part by considerations of revenue, 
in part by tlie desire to grant “ incidental ” protection, and in 
part for the purpose of prohibiting the imports of selected 
articles ; the rules of rating are numerous, overlapping each 
other in many cases and resulting in a confusion of instruc- 
tions that necessitate a board of appeal in continuous session ; 
the text of the law makes a book of one hundred and fifty 
pages, while the law and its interpretations used by the offi- 
cials as a guide in the performance of their duty is a volume 
of several hundred pages. A law of this sort cannot 1)e com- 
prehended. It is beyond the ability of analysis to trace even 
its financial workings, much less its industrial results ; and 
it is clear that the results which would follow a uniform change 
in established rates would be as unintelligible as is the law it- 
self. The internal revenue system, on the other hand, fur- 
nishes an illustration of a simple law. It levies its excise 
duties on a few carefully selected processes of manufacture, 
and the manner of its working is comparatively clear and 
simple. In this regard it is a type of what a ta.x law should 
strive to be. 

It may be urged that a system of taxation resting on 
selected articles would be unjust as between the producers 
of taxed and untaxed goods, but such a conclusion overlooks 
one im])Ortant fact. Equity in taxation does not demand 
uniform taxation of all industries. Its claims arc satisfied by 
uniformity of taxation within that class of industries that pro- 
duce what may be termed competing commodities. If 
beef is taxed, mutton should also be taxed, because both 
minister to the same want, and should tlie beef producer 
raise his price to meet a tax payment he would lose his cus- 
tomers to the raisers of sheep. Because meats are taxed, 
however, is no reason why a corresponding tax should be 
levied upon the manufacture of furniture, for meat and furni- 
ture do not, except in a remot^ degree, come into competi- 
tion with each other. This principle is a fundamental one 
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and should have the mastery in gfuiding the selection of the 
objects of taxation. The theory of a single tax may not be 
sound, but it is essential that the prejudice in favour of a 
universal tax must be broken down before a practical and 
rational revenue system can be formulated. Such industries 
as arc similar in their industrial character and social function 
should be classed together and treated alike; and, the entire 
range of taxable objects being thus grouped, the selection 
of a group for the purpose of taxation, or of deter- 
mining the rate or the method of taxation for the groups 
selected, ])ecomes a comparatively simple matter. The gene- 
ral conclusion, then, is tliat it is impossible to frame a taxing 
vSystem which does not tend to create, to perpetuate, or to 
intensify class relations so far as these are dependent upon 
occupations and upon the investment of capital ; but the 
theory of universality in the tax levy l)eing abandoned, and 
the taxable objects being properly grouped, the financier may 
proceed with some degree of certainty as to the results of the 
system which he adopts. 

66. Taxes as a Means of Artificial Selection. — The fact 
that a taxing system cannot be neutral as regards the invest- 
ment of capital and the direction of employment has led to 
certain extreme views respecting the ability of government 
to control social evolution. Thus moral reformers aim to 
influence character by levying heavy diitics on the manufac- 
ture and sale of goods conceived to be injurious to character ; 
social reformers see in taxation the means of correcting the 
evils of unequal distribution of wealth : while the advocates 
of protection believe that social as well as industrial evolution 
is intrusted to the hands of the financier. These opinions 
are not content with the incidental advantages that arise 
from a judicious use of the taxing power, for so great is the 
emphasis which they place upon moral, social, and industrial 
aims that revenue comes to be for them a secondary con- 
sideration. No one can deny the right of a sovereign people 
to use g^ovcrnmental machinery as they see fit, l)Ut it must 
be the deliberate judgment of the student of history tliat 
serious mischiefs result from an attempt to subject revenue 
machinery to a principle of action entirely foreign to the 
revenue system. • 

(i) Taxation and the Morat. Reformer. — The moral 
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reformer who seeks to check the consumption of injurious 
commodities by rendering them dear has the best case of the 
three classes of schemers referred to. He acts upon the well- 
known law of supply and demand, and, since the articles he 
selects for unusual duties are few in number and the condi- 
tions of consumption comparatively simple, he is in a position 
to test with some degree of accuracy the result of his experi- 
ments. Moreover, the failure of his sclicme, should it fail, 
does not involve serious consequences to the revenue system, 
and so great is the prejudice of the public in favour of the 
moralist’s argument tliat the financier will probably withdraw 
his objections to what he must regard on strict principle as 
an unwarranted use of revenue machinery. In doing so, 
however, he l)egs the newly born science of Sociology to as- 
sume full responsibility for the experiment. 

(2) Taxation and the Social Rlformek. — The sug- 
gestion that fiscal machinery should be used as an agency 
for establishing and maintaining an e(|uitable and an eco- 
nomic distribution of wealth cannot be so readily dismissed, 
for all propositions of this sort must l)e comprehensive 
in their application, and a mistaken opinion respecting them 
might jeopardize the flow of adecjuate revenue. It is not 
claimed that the possibility of disaster is final against such 
proposals, for the possibility of permanent advantage to the 
social structure is also present. It is, however, essential 
that the financier should protect his revenues from bizarre 
experiments, and on this account before he can consent to 
place taxing machinery at the disposal of social reformers 
he is obliged to consider their plans as an economist or a 
sociologist might consider them. ' 

Most prominent among the schemes by which the dis- 
tribution of property is to be corrected is the progressive 
income tax, but it is not necessary to arrest our analysis at 
this point for a consideration of this scheme. Its error lies 
not so much in the application which it makes of the pro- 
gressive principle of apportionment as in its selection of the 
object to be taxed. The limitations of an income tax as an 
universal tax have already been presented, and it would be 
necessary for one who argues in favour of establishing a more 
equitable and economic distribution of wealth by means of 
the progressive income tax to answer the objections which 
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have been urged against the income tax as such. The advo- 
cacy of the progressive income tax seems to be the resort of 
reformers who are bold in language hut timid in thought. 

It has been proposed also that a franchise tax and a cor- 
poration tax should be administered primarily with a view 
to industrial and social readjustment, and it is probable that 
these taxes will become an agency in the hand of government 
to assist in the working out of a better social organization. 
They touch industry at the point where the chief difficulty 
of modern society lies. And, inasmucli as fiscal analysis 
points toward the assignment to these taxes of an important 
role in the fiscal system, it is just tliat the financier sliould 
hold prominently in view their sccorulary or indirect results. 
Should he, however, place too great emphasis upon social 
reorganization he incurs the danger of distorting his revenue 
system. 

The only other suggestion of sufficient importance to ar- 
rest our attention is that a single tax on real-estate rentals 
should be substituted for all other taxes. The argument 
urged for this sweeping fiscal reform is that in this manner 
the labour and the monopoly problem will be solved without 
further attention from the State. The conclusion granted, 
no one would care to withhold his approval from the scheme. 
The criticism that the annual rental value of real estate does 
not ecpial in amount the annual public expenditures would 
not be final against the plan, for, should this prove to be the 
case, the rental tax might be supplemented by a few other 
taxes. The point at issue pertains to the social results 
claimed for the single tax on land values. If the tax on rental 
values would work in the manner claimed there is an end 
of the discussion. The fiscal system must be placed at the 
disposal of the social reformer. 

The argument urged in favour of the single land tax is 
simple in the extreme. A tax on the rent of land to its 
full amount would destroy the vSpeculative value of land, 
and land would, therefore, become common property. Such 
is the argument. If by this is meant that the State 
would become the contingent proprietor of the land the 
assumption is true, and there may be reasons, indeed 
there are reasons, which indijce even conservative persons 
to grant that land, when placed to certain uses, is in a peculiar 
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sense a fit object of extreme taxation. But this is not the 
point at issue. The question is, will a transfer of proprietor- 
ship in land from the individual to tlie State make “ free 
land in the sense that the labourer will always have the al- 
ternative to work for an employer at wages offered or to 
create his own wages l)y working on land ? 

When the problem is presented in this manner there is 
but one answer. Land is no more accessible for agricultural 
purposes when its full rental value is demanded by the State 
than when tlie interest for its purchase money is demanded 
by the money-lender. Any one who can guarantee the in- 
terest on a sum of money equal to the capitalization of the 
atiniial rent can secure land under the existing system of pri- 
vate property. What more can he do sliould the State be- 
come the proprietor of the land and demand from the 
occupier annually a tax of one hundred per cent upon the 
rental ? The conclusion is inevitable. A tax on rental value 
to its full amount could not change the level of wages or 
establisli a natural law of wages, or enlarge the liberty of the 
worker. As a proposition for solving tlie laliour jiroblem, 
and of effecting in this manner a great social reform, the 
single- tax theory does not bear the test of analysis. It may 
be dismissed, therefore, without inquiring as to the effect 
of the plan on revenue. 

(3) TaXATTON AM) rROTECTTON. — - PcrliapS tllC IllOSt 
troublesome of all the schemes for liringing social evolution 
under the direction of tax legislation is that advocated by 
“ Protectionists.” According to this plan capital and labour are 
directed to the production of goods that might otherwise be 
secured from foreign producers. This is to be done by means 
of a tariff duty levied on the importation of such goods, the 
importation being obstructive or prohibitive according as the 
rate of duty is relatively low or high. The home market is 
thus reserved to home producers and, unless the nation is 
willing to forego the consumption of the goods in question, 
factories must spring ii]) for their production at home. The 
ability of the legislator to direct in this manner the invest- 
ment of capita] and labour cannot be doubted, nor can tlie 
fact that such encouragement ” of industry exerts a decided 
influence upon social evolution be seriously qcustioned. It 
is, therefore, incumbent upon the student of finance to fa- 
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miliarize himself with the claims of the advocates of protection 
and to inquire how a system of protective duties does as a 
matter of fact work. 

The only theory of protection drawn so as to meet the 
requirements of scientific presentation is that of Friedricli 
List in his treatise entitled The National System of Political 
Economy. Whatever may be said of the industrial analysis 
underlying this book, it is from the formal point of view 
comprehensive, logical, and self-consistent. The treatise 
is important, also, because of the part which the 
policy it advocates has played in the nationalization of 
the German ()eoplc, and because of the influence exerted 
by the ideas with which it is in harmony in the tariff 
policy of the United States. Without stating, much less de- 
ciding, the question of priority as between Friedrich List 
and Flenry Carey, or of expressing an opinion res])ectiug 
the obligation of List to the American System of Protec- 
tion as ex|)oundod by Henry Clay, we sliall proceed at once 
to an analysis of this theory. The ideas of List arc espe- 
cially pertinent to the line of treatment followed in this chap- 
ter, because as a theory they rest upon what its author claims 
to be a law of social evolution. 

List's argument for protection is an argument involving 
three terms, as follows: 

First. There is a natural order in social growth to which 
all peoples must conform in their evolution from savagery to 
civilization. Assuming the pastoral state as a starting-])oint, 
it being a social condition just one step removed from 
savagery, the next stage in evolution is that of agriculture : 
this is followed by manufacturing for the home supply, which 
in its turn is followed by manufacturing for foreign com- 
merce. 

Second, Wliilc the above is the natural order of develop- 
ment, and while it is true that this social evolution may per- 
haps ultimately ])c accomplished by all peoples of vigour and 
energy, the process of development receives a decided check 
at its second step by the fact of trade between peoples of in- 
ferior and superior industrial standing, (h*. to put this ex- 
plicitly, the step from the Agricultural to the first Manufac- 
turing stage is seriously retarded ])y freedom of trade. 

Third. From the above premises it is concluded that if 
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a people desire to attain the highest phase of social develop- 
ment, and to realize the benefits of a justly balanced industrial 
organization, the law-making body must, at the proper time 
in the growth of national life, prohibit, for a period, the im- 
portation of goods manufactured abroad. This might of 
course be done by a direct prohibition of foreign trade, but 
for many reasons governments have always chosen to do this 
by means of a system of protective import duties. 

The above argument may be comprehended more perfectly 
by noticing two general facts that lie involved in its reason- 
ing. In the first place, it is evident that protection as con- 
ceived by List pertains to one step only in social evolution, 
and is defended as a temporary and not as a permanent policy. 
The period of protection must be preceded by a flourishing 
foreign trade, in which the surplus of agriculture is used to pay 
for the products of foreign factories, since there could not other- 
wise be developed a sufficiently imperative demand among the 
people to lead to the establishment of home industries should 
the foreign supply be cut off. It lies in the theory to assert 
that the burden of protection, which ajipcars in the higher 
immediate cost of goods, is the price paid by the nation for 
its education in the art of manufacture. It is conceived as 
an investment to bear a dividend when, the education having 
been completed, the nation may come into the enjoyment of 
the profits of a flourishing foreign commerce. It thus ap- 
pears that freedom of commerce must follow as well as pre- 
cede a period of protection. Protection is defended as a 
temi)orary and not as a permanent policy ; indeed, to make 
it peiananent would defeat the evolution which protection is 
designed to assist. 

In thiC second place, the oliject of protection being the 
education of the nation in mamifactnring skill, and the cost 
of this education being an expense justified only by the ulti- 
mate advantage wliich it brings, it is evidently sound policy 
to relieve the process of manufacture of all unnecessary em- 
barrassments. No tax, for example, should lie placed on raw 
material, for such a tax would tend to embarrass the develop- 
ment which it is the design of the protective policy to foster. 
The granting to agricultural industry, also, a protection like 
that granted to manufacturers is, for the same reason, a mis- 



AS A MEANS OF ARTIFICIAL SELECTION, 


4»7 


conception of the idea upon which the policy of protection 
rests. 

In the case of a single tax on land it was necessary to 
analyze the social claims made for it by its advocates, for the 
tax itself has never been tried; but in the present case there 
is ample material for judgment in the experience of nations 
that have undertaken to foster their industrial and social 
development by means of protection. It is to that experience 
that appeal is now made for support of the assertion that 
no government has yet shown itself wise enough and 
strong enough to administer a protective policy in harmony 
witli its assumed theory of social evolution. In tlieory pro- 
tection does not become a source of [)0,sitivc advantage until 
it gives place to freedom of commerce : in fact after a nation 
has once tasted the stimulus of protection commercial free- 
dom is either imj)ossib!e of attainment <)r can be attained 
only through a struggle so great as to mark an epoch in 
hnanciai legislation. In theory protective duties should be 
high when first ini|)osed and decline as nations learn the 
lesson of manufacturing skill ; in fact they begin with a 
moderate charge and mount higher and higher each suc- 
ceeding y(?ar. In tlieory the burden of protection, that is 
to say, the cost of the nation’s industrial education, is borne 
by the agricultural industry, or by sucli elemental manufac- 
turing industries as arise normally in an agricultural com- 
munity ; in practice, especially where government rests upon 
popular favour expressed tbrougb llie ballot, the poliev of 
protection quickly drifts in(o the illogical and self-destruc- 
tive policy of an ‘‘ all-ronnd ])rotertiom” In tlieorv, a definite 
market l)eing guaranteed the j)rodiicer, an industrial society 
fostered by protection sliotdd show a steady and uniform 
development; in fact the chief mark of such a society is 
instability of industrial conditions. 

It is not difficult to explain why the experience of nations 
with the protective policy fails to harmonize with the pro- 
tective theory. The persistence of tlie practice long after the 
nation is educated in manufacturing skill arises from the 
fact that a tariff law, so framed that foreign manufactures 
are excluded from the home market, becomes one of the 
conditions under which the pfoductioti, manufacture, and sale 
of goods are carried on. Tlie assignment of capital and labour 
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to the various lines of industry, tlie extent to which machinery 
is used in production, the localization of industries, indeed 
everything that gives character to industry, comes under the 
influence of customs legislation. Even tlic value of the 
manufacturing plant depends in part upon customs laws, and, 
although a protected manufacturer cannot on this account 
urge the argument of a vested rigirt, the government is dis- 
inclined to deprive liim of a value due to the protection which 
it previously granted. Under such circumstances the busi- 
ness community, which always conceives its intC'rests endan- 
gered by sweeping reforms, and whose views on ])ublic 
questions are commonly controlled by proximate rather than 
ultimate considerations, can never be brought to favour the 
abandonment of the tariff. The sentiment against change is 
compact and crystallized, while that of the community at 
large, the chief beneficiaries of freedom of commerce, is un- 
organized and of a general character ; and it goes without 
saying that wlien a definite commercial interest comes into 
controversy with a general sociologic interest the former and 
not the latter will control legislation. 

Should it l>e urged that the above argument is not peculiar 
to protective legislation, since every tax law enters as a factor 
into the conditions under which industry is carried on, it nuist 
be admitted that tliere is some truth in the statement. Pro- 
tective tariff legislation, liowever. differs Torn ordinary 
revenue laws in two particulars. 

In the first place, so far as the laws of taxation call for a 
visible payment assessed to |>ersons or iinjiosed on jiroperty 
no commercial or class interest can be urged against the aban- 
donment of such legislation. So far, on the other hand, as 
revenue laws enter into the price of commodities, in such a 
manner as to confine the purchaser of goods to the home 
market, they create witliin the country conditions of manu- 
facture different from those that exist in foreign or competing 
conntries, and tlic modification of such laws comes to be a 
matter of great concern to the home manufacturer. In 
the second place, a revenue law enacted and administered 
under the guidance of the revenue principle carries with 
it a sure test of its own efficiency, while a system 
of taxation in which the financial principle is subordinated 
to industrial ends is, in a large measure, superior to the tech- 
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nical criticisms of the financier. It thus appears that there 
are special reasons why customs duties framed to meet the 
requirements of industrial protection are more persistent than 
ordinary tax laws. 

Another point in which the experience of nations 
differs from the theory of protection is tljat the i)olicy is 
extended to all industries instead of bciiyi; cDiilined to the 
manufacturing- industry. In the United States, for example, 
where the agricultural industry furnishes tlie chief ])ortion of 
the nation’s exports, the protective policy has been extended 
to agricultural products. A moment's considei-atiou must 
make it clear that an industry which furnishes a large sur])lus 
for export cannot be assisted by imposing limitations upon 
the importation of such goods as it produces; and the fact 
that such goods are included in the list of protected com- 
modities is due to the desire on the part of those interested 
in protection to say that this legislation is not class legislation, 
Where government is not dependent upon popular vote, or 
where a single interest is represented in the law-making body, 
protection need not stultify itself by advocating an “ all- 
round " protection. 

The fact that the rates charged under a protective tariff 
rise rather than fall from year to year, and that an industrial 
community fostered by protection is marked by instability, 
has the same explanation. It is the natural desire of all busi- 
ness men to reap as high a rate of ])rofit as possible from the 
industry in which they are engaged. In so far, however, as 
the conditions of commercial competition are maintained it 
is not possible for one industry to enjoy for any considerable 
length of time a profit greater than another industry. The 
argument which asserts that competition within a country 
will bring down the rate of profit in protected industries to the 
general average in the community is sound in theory, and 
the result might be realized in practice were it not iov con- 
stant changes in tariff laws. The protected manufacturer 
finds in every modification of the tariff an opportunity for 
unusual profit during the time that industry is adjusting itself 
t(^ the new tariff conditions, and it is coiiscciuently to his 
advantage that customs duties should not ])e stable. It is the 
constant change that is the source of nnnsna) profit to pro- 
tected industries, and the financier must recognise that his 
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revenue system cannot be stable so long as the revenue prin- 
ciple is subordinated to the protective principle in the framing 
of customs duties. Instability of iiuliistrial conditions must 
be accepted as one of the inevitable results of any system of 
protective duties. 

It would be possible to refer to many other results of the 
levy and administration of taxes, but those to which atten- 
tion has been called are perhaps all that are essential to an 
appreciation of a sound revenue system. 
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ADMINISTRATIVE CONSIDERATION OF TAXES. 

Shall all Revenue be Secured by a Single Tax? 

(1) The Single Income or Property Tax. 

(2) The Single Excise System. 

(3) The Single Land Tax. 

How MAY THE Rate of Taxation be Determined? 

(1) The Rate for Direct Taxes. 

(2) The Rate for Indirect Taxes. 

(f/) The Financial Interest. 

The Sociologic Interest. 

(r) The Administrative Interest. 

Administrative Questions Respecting the General Property 
Tax. 

(1) Inequalities between Persons. 

(2) Inequalities between Real and Personal Property. 

(3) Inequalities between the Several Grades of Government. 
Administrative Questions Respecting the Corporation Tax. 

(1) Scdcction of Industries to be Taxed. 

(2) T he Proper Basis of Assessment. 

(a) Property the Basis of Assessment. 

Volume of Business the Basis of Assessment. 

(i ) Earnings the Basis of Assessment. 

(</) .Special Cases of Assessment. 

Administrative Questions Respecting Customs and Excise 
Duties. 

(1) Choice of Articles for Import Duties. 

(2) Choice of Articles for Excise Duties, 

Administrative Questions Respecting Income Taxes. 

The purpose of the present chapter is to discuss certain 
questions which arise in the frainintj^ of tax laws, the discus- 
sion being regarded primarily from the jx)int of view of 
administration. 

67. Shall All Revenue be Secured by a Single Tax Any 
scheme of taxation by which simplicity in fact as well as in 
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name may be secured would receive the immediate and uni- 
versal ai)proval of financiers, and it is larg-ely as a means of 
attaining simplicity that certain writers have been led to ap- 
prove the idea of single taxation. The plan which com- 
mends itself to the treatise consists in a careful classification 
and judicious selection of sources of revenue. y\s a means 
of strengthening this conclusion we sliall pass in rapid review 
a few of the more prominent schemes of single taxation that 
have from time to time arrested public attention. 

(i) The Single Income or Prockrty Tax. — While the 
abolition of all taxes except those imposed on incomes or 
property has never been seriously proposed as a measure for 
immediate adoption, there is scarcely a general treatise upon 
finance that docs not give a more or less direct ap{)roval to 
the thought that the simplest and fairest tax is the one that 
accepts personal income as the basis of contribution. 
Whether the authors of these treatises intend it. or not. the 
impression is left that as the revenue system approaches the 
taxation of incomes it attains its ideal perfection. 

We need not arrest our investigation with a consideration 
of the difficulties that lie in the way of the assessment, levy, 
and collection of taxes on personal incomes, for the argument 
goes astray before it reaches this point. It is manifest, if any 
one thing, or element, or cjuality is to be made the basis of 
the levy of taxes, it must possess homogeneity, not alone from 
the industrial point of view, but from the social and political 
points of view as well. It must bear the same import to all 
citizens, and not cliange its character, either for the citizen 
or the State, with changes in its quantity or its use. This is 
not true of personal incomes. Whether regarded as posses- 
sions or as potential exj)enditure, incomes change their (piality 
with their amrnmt. and the social results of their expenditure 
vary with the objects to which expenditure is assigned. 
All this is familiar to the student of the most recently de- 
veloped economic theory, which aims to disclose the ministry 
of wealth and to re-analyze the principles of production and 
exchanges in the light of the economy of consumption. As- 
suming the analysis thus suggested to he sound, it is evident 
that while the single income tax might contri1)utc simplicity 
to the revenue system so far as die object of taxation is con- 
cerned, yet it would nevertheless bring the system again into 
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confusion on account of the classification of incomes, and 
the great variety of ratings that would be necessary to attain 
justice, either from the point of view of the relative payment 
of individuals or when considered as a permanent feature in 
the social structure. But this line of reasoning has already 
received adequate attention. The considerations, moreover, 
upon which this general conclusion rests are equally per- 
tinent to all of that large number of propositions for single 
taxation whicli attach themselves to some ])eculiar feature of 
pro[)crty, and on this account their special consideration may 
be omitted. 

(2) Tiiu Single Excise Tax. — An excise tax, as that 
phrase was used ]:)cforc differentiated from import duties, 
implies an assessment levied on the producer or the dealer 
in the expectation that its payment wilt he transferred to 
consumers in proportion to their respective expenditures. 
The propriety of calling an excise tax a single tax rests upon 
the assumption tliat the basis of its levy is the domestic 
budget. It is a single tax in the sense that it is imposed on 
family o: personal expenditures. 

The enthusiasm with which excise taxes were regarded 
by the eighteenth century was due to (he thought that none 
could -avoid them. Consumption being the only fact of life 
common to all citizens, a tax on consumption was accepted as 
a means of securing universality of contributions for the sup- 
port of the State. It was a ]jart of the doctrine of eighteenth- 
century liberalism to approve the excise taxes, and of conserva- 
tism to oppose them ; for the liberals in lliis controversy were 
the middle classes, on whom public burdens rested after the de- 
cay of feudalism, while the conservatives were the nobility and 
clergy , who, according to common practice, were exempt from 
many of tlie pecuniary burdens imposed by the State. But 
it cannot be denied that the simplicity of the excise tax, as it 
was at first conceived, was greatly in its favour, and that this 
argument, common to all schemes of single taxation, could be 
urged, so far as formal logic was concerned, in favour of an ex- 
clusive and compreliensive excise tax. It is not strange, there- 
fore, that “ the excise taxes of the seventeeutli and eighteenth 
centuries were regarded by financiers as the princi])al form 
of taxation destined, if not^to replace all other kinds of im- 

* Vide Chapters II and III of this Book. 
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post, at least to hold the principal position in the fiscal 
system/’ * 

No extended argument is needed to show wherein this 
theory erred. An excise system is a single-tax system in 
name only, for, although it accepts expenditure as the basis 
of payment, it docs not bear a common significance to all 
classes in the community. Expenditures develop wdth ex- 
panding income. They follow certain more or less rigid 
psychological and social laws. Commodities vary in their 
economic character according to the grade or persistence of 
the want they are designed to satisfy. As the sense of equity 
in taxation grew, being one phase of the growth of demo- 
cratic sentiment, these psychologic differences in the varying 
sorts of expenditure led to the classification of commodities, 
and to the assignment of different rates of taxation to each 
class; that is to say, the demand for equity in the administra- 
tion of excise taxes led to the adoption of measures which 
destroyed the simplicity of the system, and in this manner 
broke the force of one of the arguments by which the theory 
of a single-tax excise was supported. 

It is not necessary to rely for analysis upon this conclu- 
sion. In no country in the world have excise taxes been used 
as a system of general taxation without drifting into a con- 
fusion of imposts, and calling sooner or later for radical re- 
forms. In 1672 William Temple declared of the Holland 
system of excise taxes that any one who ate a dish of fish in 
Holland paid thirty different taxes when settling the bill. In 
the year 1817 there were in force in Prussia fifty-seven tolls 
and excise tariffs compri.sing 2775 articles. y The financial 
reform which took place in England in the nineteenth 
century resulted in the abandonment of the general import 
duties, these being regarded as excise duties within the mean- 
ing of this discussion, and the substitution for them of an 
import duty on a few carefully selected commodities. Thus 
the history of the excise taxes, where they have been tried, 
shows that they cannot retain their simplicity and at the 
same time retain their character of a general excise system. 
The demand for justice of payment as betw^een citizens must 
destroy inevitably the simplicity of the tax in its original fornu 

* Bastabic, Public Finance, p, 472. 

t Cohn, The Science of Finance, p. 406, 
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There is another reason why '' taxes on consumption 
cannot be accepted as an adequate basis for a fiscal system. 
They are not universal in proportion to income, for their 
payment may be evaded by a penurious system of living. 
This consideration was regarded lightly so long as the classi- 
cal doctrine of capital building retained its influence. Ac- 
cording to this doctrine capital was built out of personal 
savings, and, should one evade iiayment for the support of 
the State by curtailing expenditures below what is socio- 
logically warranted by his income, he must nevertheless of 
necessity serve the public, because what he saved would be 
converted into capital for the advantage of the public. This 
is no place to consider the economic theory of capital, but, 
to state the situation in mild language, the doctrine that the 
industrial development of a nation is dependent upon the per- 
sonal savings from private incomes has lieen surrounded by 
so many modifications as to render it of comparatively little 
importance in the discussion of any industrial or financial 
question. 

For two reasons, therefore, it is not possible to consider 
excise taxes as a satisfactory basis of the system of single 
taxation. Its simplicity is apparent ratlier than real, and it 
does not guarantee universal contribution from those wlio 
pay taxes in proportion to ability to pay. 

(3) The Single Land Tax. — The most persistent of the 
schemes for single taxation is the one which accepts land for 
its basis, a fact which is doubtless explained by the manifest 
relation which land bears to industry in that it is the source 
of material products. During the past one hundred and fifty 
years the theory of the single land tax has secured for itself 
two expressions: the one that of the Physiocrats, the other 
that of the modern “ Single Taxer,'’ Tlie fundamental idea 
is the same for both of these programmes, altliough their 
expression differs according to the respective economic theo- 
ries with which they are in harmonv. They both address 
themselves to that fund of value which accrues to the owner 
Df the soil, and which is peculiar in this, that any payment 
made out of it cannot react upon other industries. This fund 
Is now called rent. It was called by the Physiocrats a net 
Product. 

According to the Physiocrats all industries and occu- 
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pations except agriculture were “ sterile/' that is to 
say, they created no value, inasmuch as the value of their 
products was equal to the value of the raw material used, 
and of the commodities consumed by the labour, while carry- 
ing on production. It was not claimed that manufactures, 
commerce, government, and the like were useless, but that 
they produced nothing in excess of what they consumed. 
When one calls to mind the confusion resulting from the 
practice of indirect taxation as it existed in Europe in the 
.seventeenth and eighteenth centuries he can readily under- 
stand how the Physiocrats came to believe that whatever 
entered as an element of cost in the mamifacturing processes, 
whether it be material, wages, or taxes, must come out of the 
net product of agriculture; and it is easy to appreciate with 
what enthusiasm the eighteenth-century student adopted the 
proposal that the government should take all that it needs 
for its support at the beginning and relieve manufactures 
and commerce from all subsequent demands. Tlie source 
of payment he assumed to l)e the same in cither case, and 
tile substitution of a single land tax for excise duties appealed 
to him on account of its simplicity and its certainty. 

The Physiocratic scheme of taxation lost its control over 
the imaginations of men when it became clear tliat the net 
product which accrues in connection with agriculture is not 
due to the generosity of nature, but to the unc(|ual manner 
in which nature distributes facilities for production. It is 
not a surplus value to agriculture as such, but a difTerential 
profit which accrues to the more fortunate landowners. It 
is, in short, rent, as defined by Ricardo. It was the ])ecuhar 
service of Adam Smith to show that all useful labour creates 
value, and therefore that all useful industries are productive, 
and not sterile. This of course took from the Physiocratic 
scheme the premise upon which the justice of the single land 
tax rested. 

The modern advocate of the single land tax recognises 
the Ricardian doctrine of rent and makes it the basis of all 
his reasoning. His justification for the taxation of land to 
its full rental value is that this value does not result from 
anytliing which the owner has done, but from the growth of 
societv. The tax appears to* be just, since it enables society, 
through the government, to take for its own purpose the 
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value which it itself has created. The error in this line of 
reasoning- lies in the assumption that the influence of social 
evolution upon values is confined to the values of real estate. 
The secret of wealth in the ninctecntli century is organization 
and combination, and there is scarcely an industry whicli, to 
some degree at least, as compared witli previous years of its 
existence, has not ex])erienced an accurnulation of values due 
to general industrial attainments and higher ideals of living. 
The mistake of the modern single-tax advocate is in kind, 
although not in form, the same as that of the Physiocrat. 
He confines the application of an industrial principle to a 
single form of industry. While it is doubtless true that the 
influence of social development upon the increase and de- 
crease in land values may be more clearly traced than in other 
property, it is a mistake to assert that this influence is confined 
to landed property. It thus becomes evident that the single 
land tax cannot be a just tax as between the owiuts of real 
estate, who, it is admitted, arc in the enjoynient of a differen- 
tial profif and the proprietors of other forms of industrial 
])roperty which also give rise to a differential profit. The in- 
ability of the tax on land to its full rental value to provide 
free land ” has already been referred to.'-' The difficulties 
incident to administration also have been cursorily tliscussed.t 
If, now, to these conclusions be added the conclusion that the 
tax proposed does not recognise all forms of fortuitous or 
socially produced income, we are warranted in dismissing this 
programme finally from our consideration. :|; 

Professor Cohn § in In’s |n* * * § csentation of this subject sub- 
mits five reasons why a State cannot base its revenue system 
upon any single tax. Two of these reasons are worthy of 
repetition. In the first place, he states that the “ payment 
of taxes rests, as we are well aware, on various principles of 


* % 66. (2). 

t 4 T, (2). 

t It is probable, when the lego-hivStoric significance of corporations 
and the industrial character of large industrie.s come to be fully appre- 
hended, that some keen thinker of narrow horizon will discover that 
corporation taxes should be used to the exclusion of all other forms of 
impost: but until that time arrives it does not seem necessary to show 
why such a suggestion would be no .more tenable than any of the other 
schemes of single taxation. 

§ Cohn, The Sciettie of Finance^ p. 377. 
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equity, which cannot all be satisfied by the single tax/' In 
explanation of this he calls attention to payments for the 
support of general governmental functions, such as school 
taxes, police service, and the like, payments which are par» 
ticular in their character. It does not lie in this treatise to 
press this distinction as far as docs Professor Cohn, but when 
one holds in mind the evolution of society and the develop- 
ment of governmental functions he is obliged to concede 
that a revenue system adequate to one stage of development 
or to one phase of public activity may not be pertinent to 
another. A multiple system of taxation is necessary to in^ 
sure an easy evolution in the fiscal system pertinent to a 
complex society. 

Another consideration urged by Professor Cohn against 
a single tax is found in the fact that “ the organization of a 
commonwealth under a system of larger and smaller civil 
divisions, especially in a federal State, gives rise to peculiar 
fiscal conditions such as do not admit of our placing at the 
disposal of each of these civil divisions a single form of taxa- 
tion which is to be used by all in common.” The student 
will appreciate the significance of this suggestion wlien in 
the subsequent chapter it is endeavoured to frame a revenue 
system adecjuate to the needs of the lunleral American 
State. 

Our conclusion, then, is as follows : While simplicity in 
taxation is conceived to be of paramount importance, no 
scheme of single taxation has yet been devised for attaining 
this end without sacrificing the principle of justice or, in its 
attempt to realize justice, drifting into inextricable confusion; 
moreover, an appreciation of the complex relations of the in- 
dustrial organization, of the many forms of governmental 
service, and of the several grades of governments which to- 
gether make up the State seems to w^arrant the assertion 
that no single tax is conceivable which can satisfy the de- 
mands of a sound revenue system. As Professor Bastable 
remarks : ” The defects of the opposed systems of single 
and of iniilti])le taxation tend to countenance what has been 
called ' plural taxation,' in which the revenue is not, on the 
one hand collected by a single form of duty, nor on the other 
divided into a great number cA trifling charges/' 

* Bastable, Public Finance ^ p. 323 , 
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68. How May the Tax Rate be Determined ? — No part 

of the revenue system comes so readily under the influence 
of practical considerations as the adjustment of the rate of 
taxation to the object taxed. Rate-making is at best a com- 
promise of interests. It is an exponent of policy, and for this 
reason among otliers it is evident that no hard and fast rules 
can be laid down. The limit of scientilic procedure in this 
direction is found in the presentation of those considerations 
by wliich the adjustment of rates may be properly influenced. 
Three general cases [)resent themselves: first, that of a direct 
tax to the individual wlien proj)erty or income is made the 
basis of payment; second, tliat of an indirect tax to the indi- 
vidual when the payment of the tax is carried to the consumer 
is the price of a service or commodity; third, that of a direct 
tax to a cor|)oration or business which reaches the individual 
in tlie form of reduced dividends to shareholders or through 
readjustments in the terms of contracts. Tlic first and second 
of th.ese cases will now be discussed ; the third seems to unfold 
itself n: ‘»-e naturally in connection with the administrative 
questions sugga’sted I)y corporation taxes. 

(1) Tjir Ratk cou Dikect Taxes. — fn case the tax under 
cotisideralion is a direct tax, the quantity of the thing taxed, 
as well as the amount to l)e raised, having been determined, 
the adjustment of the rate is a very simple matter, ddic rate 
at wdiicli the tax settles will be the rate necessary to secure the 
money needed. I'he proj)erty tax as practised in this country 
serves well as an illustration. The assessor lists the pr(;)perty, 
the legislature votes the expenditure, and the rate is deter- 
mined by computing what per cent the expenditure is of the 
value of the property listed. It is common for this aggregate 
rate to be niad.e up of several special rates. The township, 
the county, the school, and the State tax is each deter- 
mined by itself, and each assigned in turn to the property 
assessed. The rate of an income tax also is made in very 
much the same manner in those countries wliere the revenue 
from this tax is used to even up the discrepancy l)etween 
ordinary revenue and ordinary expenditures, or to provide 
a fund for some unusual service. It thus appears that, in 
the case of direct taxes on known amounts, the determina- 
tion of a rate presents no difficulties. 

(2) The Rate for Indirect Taxes.— When, however, 
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indirect taxes, such as import duties, excise duties, or the 
taxation of a business that permits no differential profit, are 
under consideration, the question cannot be so easily disposed 
of. Such taxes enter as an element of cost into commodities 
or services, and on this account tend to disturb what would 
otherwise be tlie normal relation between supply and demand. 
Thus the ])robal)le effect of taxes at the several rates proposed 
must be carefully considered and that rate chosen which will 
be the least deleterious or the most advantageous, all things 
taken into the account. Moreover, the sociologic significance 
of the commodity or business accepted as the basis of the tax 
must be permitted to infiiience the relative rates imposed. 
These suggestions will liecorne definite if we, first, consider 
the rule for rate-making laid down by the financial interest; 
second, the modification of rliis rule in the interest of normal 
social dcveloiimcnt; and third, a further modification in the 
interest of effective administration. 

{a) The Tinaiicuil Interest . — By the financial interest as 
the phrase is used in this connection is meant tlie desire to 
obtain adequate revenue in the easiest and surest manner. 
To this end the industries selected as the basis of taxation 
will be those which minister to the universal necessaries of 
life, and the rate imposed will be considerably under what is 
technically known as the maximum revenue rate. Under 
.such conditions there will be no considerable tendency for 
the tax to curtail consumption. Large amounts may be 
raised by virtue of the univensality of the payment; and, what 
is also of importance, the rate chosen being below the maxi- 
mum revenue rate, the amount of revenue will increase or 
decrease as the rate itself is raised or lowered. Thus elasticity 
of revenue, as well as certainty and ease of collection, will 
result when commodities taxed are the necessaries of life, and 
when the rate imposed is less than the maximum revenue rate. 
Productivity is secured by the broad l)asis upon which taxes 
rest rather than upon the liigh rate at which they are operated. 

It is couunon to say that the demand for those commodi- 
ties which minister to the comforts and luxuries of life is 
more sensitive to price than the demand for the necessaries 
of life. In so far as this is true the maximum revenue rate 
for the latter must be a low^er per cent of the price which the 
consumer pays than of the former, from which it follows 
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that necessaries may be taxed at a higher rate without 
diminishing the productivity of the imy)ost than in tlie case 
of comforts and luxuries. Upon the basis of tliis assumption, 
and regarding the matter purely from the fiscal point of view, 
the rate of a tax which incorporates itself in the ])rice of 
goods follows a descending scale as tlie goods in (|ue.stioii 
ascend in the order of developed wants. The rate u[)on the 
necessaries of life would be high, upon the comforts of life 
moderate, and upon the luxuries of life low. 

This rule, however, overlooks one important fact of human 
nature. Even from a fiscal point of view its rigour must be 
somewhat modified. The classification of commodities into 
necessaries, comforts, and luxuries has no very concise mean- 
ing for a society that is stratified along the lines of income 
and expenditure. Demand is a matter of Iia1)it, both heredi- 
tarv and ac(jnired. Each class in society, so far as classes 
depend on tlie money one can spend in livitig, feels its own 
needs to be imperative whatever they may be, and it is not 
universadv true that a rise in ])rice will act more ({iiickly on 
demand in the case of goods adaptable to the higher rather 
than to the lower wants in the order of social development. 
Especiallv pertinent is this observation to the conditions as 
they present themselves in the United States, where the com- 
mon experience of tlie large majority of the people is to live 
in the presence of assured necessities and under the inilneiice 
of a constantly growing sense of social and :esthetic wants. 
Not uncommonly will it be the case that threatened de|)riva'- 
tion of a commodity, tlie |)ossession of whicli is the badge of 
social standing, will be felt more keenly, and lead to more 
strenuous effort, than the placing in jeopardy of some of the 
commonly accepted necessaries of life. Eroni this it becomes 
evident that the maximum revenue rate for intermediate com- 
modities may approach that of tlie necessaries of life. 

In the case of luxuries, also, a possible exception to the 
above rule of rating presents itself. It is a commonplace of 
practical business that a high price for certain kinds of goods 
is a factor favourable to intensity of demand, and, in so far 
as this is the case, a tax which increases the price will not 
defeat itself by acting as a deterrent to purchasers. Ihis 
truth is of relatively slight importance, however, in adjusting 
the rates of a general revenue system, because citizens who 
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enjoy an income sufficiently ample to warrant careless ex^ 
penditures are relatively few, and no government could hope 
for any considerable income by imposing a high tax upon 
class luxuries. The rule of rating, therefore, as laid down 
by the financial interest, while it may indicate in a general 
way the curve of rates for goods designed to satisfy wants of 
different social grades, must, even in the interest of revenue, 
be applied under the direction of accumulated experience. 

{b) The Sociologic Interest. — But there are other con- 
siderations to be taken into the account. The sociologic 
results of taxation cannot be overlooked. In so far as price 
is a factor in deterinining the extent or the direction of 
purchase and consumption the tax, when of such a form as 
to be an element in price, becomes one of the conditions 
under which social development takes place. What grade, 
class, or quality of goods is it desirable that society should 
consume ? What order in the development of consumption 
harmoni^^es with the rule of social progress ? In what class 
is found the strength of the State, and liow may the further 
extension of that class be fostered ? These (juestions, and 
others like them, innst be answered by the financier l)efore. 
he can adjust the rate of taxation to the requirements of a 
satisfactory revenue system. The reasoning upon this point 
lias been adequately S(d ft)rth, and it only remains to say 
that what is termed the sociologic interest presents a rule 
for adjusting rates wholly at variance with the rule laid down 
by the ]>urcly fiscal interest. The sociologic rule for ratings 
is as follows : the rate of taxation should increase as the 
goods taxed rise in the scale of social use. The necessities 
of life should l)c freed from taxation or taxed at a relatively 
low rate; the intermediate goods should be taxed at a higher 
thoug-h not an excessive rate; while the luxuries should be 
imposed with the full maximum revenue rate. If it be de- 
sirable for sociologic reasons to discourage the consumption 
of goods regarded as pernicious, such goods should be im- 
posed with a tax in excess of the maximum revenue rate. 
Such at least is the contribution of the sociologic interest to 
the question of rate-making. 

(c) The Administrative [nferest . — It would be a mistake to 
settle any question of taxation witliout consulting the ad- 
ministrative interest, and in no case is this remark more 
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pertinent than when the question of rate-making is under 
consideration. The smuggler and the illicit manufacturer 
are ever present, and their influence in preventing the normal 
working of an import tax or of a system of excise duties 
cannot be overlooked. It would be useless to impose a high 
rate should the result be to stimulate unduly the activity of 
those who make their livelihood by evading the tax laws. 

Two ways are known for the discouragement of smuggling 
and illicit inanufacture. The one calls for a strong body of 
police and an efficient revenue detective agency ; the other 
aims to remove the motive for illegal traffic by reducing the 
tax so that the profit which may be gained by smuggling 
and illicit manufacture will not compensate for the danger 
incurred. This means, among other things, that the practical 
limit to the rate at which a commodity may be taxed depends 
in large measure upon the ease or difficulty with which the com- 
modity can be smuggled or illicitly manufactured. In general, 
the goods that invite the attention of smugglers are those which 
carry a high value in small bulk, that is to say, goods which 
minister to the wants of the more wealthy classes in the commu- 
nity. It thus appears that while the financial and the sociologic 
interest would lay a high rate upon class luxuries, the ad- 
ministrative interest precludes the feasibility of such a rate. 
Diamonds, for example, will be worn regardless of cost, and 
on this account might be imposed with a high duty; the 
sociologist, also, would permit tliem to be listed among 
highly taxed commodities. lUit it is evident that the tax 
might easily be placed so high as to defeat revenue. The 
practical limit of a rate is the ability of the administration to 
collect it. 

From the above considerations it appears that the adjust- 
ment of a rate is not a simple matter. It cannot be accom- 
plished by arbitrary rule, and all that can be done in a scien- 
tific treatise is to state clearly the interests involved and to 
leave the application of the principles discovered to the prac- 
tical judgment of the body whose duty it is to frame tax laws. 
The matter is very largely one of social psycliologv, and 
more light will be thrown u])on tlie subject by the lamp of 
experience than by the theories of writers. Financial statis- 
tics are of the greatest importance to one who would deter- 
mine the proper rate of taxation. Tims far in the history of 
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most peoples fiscal exigencies have been so imperative as to 
place the adjustment of rates almost exclusively under the 
guidance of the fiscal and administrative interests. Not only 
have those duties been selected for taxation which minister 
to the necessities and comforts of the great body of the people, 
but the rates selected have commonly been those capable of 
producing the largest amount of net revenue. It may be 
expected, however, as the social conscience becomes more 
defined that the sociologic interest will exert a relatively 
greater influence upon the adjustment of rates. 

Other questions there are of a general character, such as 
the comparison of local and national taxes, the use to be 
made of specific and ad valorem duties, the means of avoid- 
ing double taxation, and the like, that might be made the 
subject of independent analysis; but, partly on account of the 
limited space at the disposal of this treatise, and partly be- 
cause the practical character of such questions permits one 
to judge with greater confidence respecting them when pre- 
sented in connection with some definite proposal, their sepa- 
rate consideration is not here attempted. Better results may 
be ex|)ected from an inquiry into the various forms in which 
tax laws may bo drawn, and from an investigation into the 
possibilities and limitations of those methods of raising deri- 
vative revenue which the analysis of the nature of taxes lias 
left at the disposal of the financier. Following out this sug- 
gestion we shall now turn our attention to a consideration 
of property taxes, corporation taxes, excise and customs 
duties, and income taxes, from the point of view of him who 
frames and administers tax laws. A theoretic analysis of 
these taxes has already been presented ; we shall now under- 
take their analysis as projects of law. 

69. Administrative Questions Respecting the General 
Property Tax. — It will he remembered that the general pro- 
perty tax accepts value of all property, irrespective of its in- 
dustrial character or of the use to which it is put, as the basis 
of the universal tax levy. The error involved in this theory, 
as was pointed out, is that value is not a homogeneous quality 
of things, and that any system of taxation which assumes it 
to be such must work unjustly as between the holders of 
different sorts of property. ^ This is, however, scarcely 
adetpiate as a final argument against the property tax, for 
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if no other difficulties present themselves it might be possible 
to attain substantial justice by classifying property according 
to its economic character, and by assigning an appropriate rate 
to each class of property. It is true this would destroy the 
formal simplicity of the scheme and introduce complications 
that would render the system more difficult of administration 
than it is at present; but it would satisfy the objection of the 
theorist. It seems necessary, therefore, before concluding 
that the general property tax should be abandoned or radi- 
cally modified, that we inquire respecting the manner in which 
this tax works in order to discover if the difficulties by which 
its administration is surrounded are so serious as to render 
futile any readjustment in its form that might be undertaken. 

The making of a tax bill is a very simple affair so far as 
method of procedure is concerned. In a State like Michigan, 
for example, whose local government is a compromise be- 
tween the county and townshij) system of organization, the 
assessment, levy, and collection of taxes are intrusted to town- 
ship of u'crs. It is the duty of the assessor to list the property 
in the township and to assign to it a valuation for the purpose 
of taxation. The name of each citizen who pays taxes is 
entered upon the assessor’s books, and against his name is 
set down the amount of his property, classified according to 
the requirements of the law. The assessment roll made 
up in this manner is accepted as the basis for the levy 
of township taxes. The county obtains its list for county 
taxes by coml)ining the assessment rolls of the several 
township officers, while the State levies its taxes upon 
the combined valuation of the counties. In the bill presented 
to the taxi)ayer it is common to state separately the rate 
imposed for each of the grades of government or special 
objects supported by the general property tax, and what is 
known as the rate of local taxation in the Ijnited States is 
the sum of these separate assessments less the amount col- 
lected for State purposes. The collection of taxes follows in 
general the same theory. The local officer, commonly the 
treasurer of the township or of the county, according as the 
township or the county is the unit of local administration, 
receives the taxes and pays over in lump sum the amounts 
due the other grades of g-overnment in [)roportion to the per- 
centages expressed in the tax bill. This, however, is a purely 
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ministerial function, and being the occasion of no difficulty in 
the administration of the law, will not receive further con- 
sideration. 

The evils of the general property tax centre in the task 
of assessment. While the great mass of property was in the 
form of real estate, and while such personal pn^perty as existed 
was simple in its industrial character, the general property 
tax worked fairly well. Under such conditions it was pos- 
sible for the. assessor to list fully and assess fairly the property 
of citizens. But since the development of corporations has 
changed the character of industrial property, giving it a form 
that can easily be hidden from the eye of the assessor, and 
since credit relations have developed to sucli an extent that 
double taxation must inevitably follow the listing of the 
property of all citizens, the ta.sk of the assessor has become 
a very difficult one. Not only does he hnd it impossible to 
discover personal property of those who refir^^e to make reply 
or who are guilty of false returns, but the dishonest citizen, 
taking advantage of those provisions of the tax laws designed 
to avoid doul)le taxation, is able so to locate his property as 
to evade assessment. 

To speak definitely upon this point, three difiicullies pre- 
sent themselves in the administration of the general property 
tax : 

First. This tax works unequally and unjustly as between 
citizens of the same town. 

Second. It works unequally and unjustly as between real 
estate and pt‘r.sonal j)roj)erty. 

Third. It works unequally and unjustly as between the 
township.s, whose property is used as the basis of county 
taxation, and the counties, whose property is used as the basis 
of State taxation. 

(i) iNKgijALiTTE.s BETWEKM IVERSONS. — Tlic inequality of 
the general })raperty tax as between citizens of the same town 
arises on account of the fact that the assessor must, to some 
extent, rely upon the declaration of property by citizens for 
the purpose of taxation. This, indeed, is the theory upon 
wdiich the administration of this tax rests. The law com- 
monly states that each citizen shall return, either in writing 
or verbally in response to questions asked, a list of all pro- 
perty belonging to him that is taxable under the law, and 
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in some States he is obliged to take his oath as to the accuracy 
of his statement. The assessor, it is true, is at liberty to revise 
the statement thus made in case he believe it to be a false 
statement, and the citizen, also, has the riglit of appeal to 
a properly authorized board ; but after all is said and done 
the assessments of specific projiertics will remain propor- 
tionally to each other as they were originally handed in. 

As an illustration of the nature of the oath attached to 
the list of questions which the taxpayer is called upon to 
answer the following, used in the State of (leorgia, is sub- 
mitted: “ [ do solemnly swear that 1 have carefully read [or 
have heard read] and have duly considered the questions 
propounded in the foregoing tax list, and that the value 
placed by me on the property returned, as shown by said 
list, is at the true market value thereof ; and I further swear 
that I returned, for the purpose of being taxed thereon, every 
s[)ccies of property that 1 own in my own riglit, or have 
control of, either as agent, executor, administrator, or other- 
wise ; and that, in making said return for the purpose of 
being taxed thereon, 1 have not attempted, by transferring 
my property, or by any other means sought, to evade the 
laws governing taxation in this State. I do further swear that 
in making said return I have done so by estimating the true 
\vorth and value of every species of properly contained 
therein.'’ * 

As illustrating the extensive powers which it seems neces- 
sary to repose in the hands of pul)lic officers for the purpose 
of administering the general property rax reference may be 
made to tlie taxing laws of the State of Ohio. In this State 
“ parties may be summoned, questioned under oath ; and if 
any person fails to appear, or appearing, refuses to testify, 
' he shall be subject to like proceedings and penalties for con- 
tempt as witnesses in actions pending in the IVobate Court.' 
The costs and expenses must be paid by the person whose 
property is under examination, if he has made a false state- 
ment to escape the payment of taxes in whole or in part; but 
if the statement of the person is correct, and no intention to 
evade the payment of taxes shall l)c evident, the costs and 
expenses must be paid by the county. 

If a person refuse to lisi* or swear his property to the 

* Ely, Taxation in Amei ican StaUs and Cities^ p. l 62 . 
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assessor, the auditor shall add fifty per cent to the amount 
returned or ascertained, and the amount thus increased shall 
be the basis of taxation.’' * 

These illustrations are typical and indicate the process 
which, under one form or another, must be relied upon for 
the administration of the general property tax. Dr. Ely is 
right when he says : “ The law affords every facility to the 
officers intrusted with the administration of the tax laws for 
the ascertainment of property. Indeed, it is hard to see how 
law couhl go further.” y But, notwithstanding these provi- 
sions for the execution of the law, it is the universal expe- 
rience of the American States that assessments are unequal 
and unjust as between citizens. An oath is worth no more 
than an affirmation ; an alTirmation is at last analysis self- 
assessment. It results, therefore, that the amount of property 
handed in. as also the valuation of visible property, is deter- 
mined, even by honest citizens, by the amount which they 
consider to be their just relative payment for the support 
of the State; while the amount handed in by dishonest citi- 
zens is the smallest amount which they believe they can induce 
the assessor to accept. No scheme could be devised for fos- 
tering dishonesty like tliis one of self-assessment, and it should 
be final against the continuance of the general property tax 
that it must rely u|)on self-assessment. It might properly be 
characterized as a taxing system degressive in its assessments 
in proportion to dishonesty. They who are honest are taxed 
upon a large proportion of their property, while the dishonest 
are enabled to evade the performance of their full duty to 
the State. The report of the Tax Commission of Ohio does 
not present the case too strongly when it says that the general 
property tax results in debauching the moral sense and is a 
school of perjury, imposing burdens on the man who is scru- 
pulously honest. 

(2) Inequalities ueTvVeen Real and Personal Pro- 
perty. — It is evident that the task of assessing property for 
the purpose of taxation may be more fully and equitably ac- 
complished for real estate than for personal property, a fact 
which shows that the general property tax, if used to the 
exclusion of all other forms of taxation, will be guilty of 

f 

* Ely, Taxation in American States and Cities, p. 155. 

t Ibid . , p. 1 54. 



THE GENERAL PROPERTY TAX. 


439 


demanding relatively greater payments from those engaged 
in agriculture than from those engaged in other callings and 
pursuits. It is believed that this fact, when appreciated, will 
cause the abandonment of radical revision of the general 
property tax scheme. “ Personal property nowhere bears its 
just proportion of the burdens; and it is precisely in those 
localities where its extent and importance are the greatest 
that its assessment is the least. The taxation of personal pro- 
perty is in inverse ratio to its quantity ; the more it increases 
the less it pays.” So remarkable a generalization calls for 
statistical support, and there are here inserted a few facts col- 
lected by Professor vSeligman, from whom the generalization 
is quoted : 

“ The tenth census of the United States asserts that from 
i860 to 1880 the assessed valuation of real estate increased 
from 6973 millions of dollars to 13,036 millions, while that of 
personal property decreased from 5111 to 3866 millions. In 
1890 the assessed valuation of real estate had grown to 18,956, 
while tiirt of personal property was 6516 millions, — less than 
the figures of thirty years before. In California personal 
property was assessed in 1872 at 220 millions of dollars, in 
1880 at 174 millions, and in 1887 at 164 millions, — a net de- 
crease in fifteen years of 56 millions. Real estate increased 
during the same period from 417 to 791 millions. Personal 
property paid 17.31 per cent, real estate 82.69 per cent of 
the taxes. By 1893, although the assessed value of real estate 
was TOGO millions, that of personalty was only 173 millions. 
In Illinois in 1882 personal property paid 22.01 per cent of 
the taxes, in 1894 only 17.26 per cent. In Cook County (in- 
cluding Chicago), personal property paid only 14 per cent; 
in Kankakee County only n per cent. In Iowa, while the 
real estate valuation in 1893 increased over that of the pre- 
ceding year by 32 million dollars, the assessed valuation of 
personal property actually decreased. In New York th^ 
figures arc as follows: 
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** The proportion paid by personal property has decreased 
steadily almost every year, until according to the last figures 
it pays but Q.99 per cent of the State taxation, as against 
90.01 per cent falling on real estate. In twenty-five years 
the valuation of real estate has increased $2,000,000,000 ; that 
of personalty has diminished about $40,000,000. In the Dis- 
trict of Columbia the valuation was in 1878 : realty 83 millions, 
personalty 17 millions; in 1894 realty had increased to 160 
millions, personalty had decreased to ii millions. In New 
Jersey, in 1887, in one township the real estate was assessed 
at $272,232, the personal property at $591 ; in another the 
figures were $2,274,900 and $47,150 respectively. In New 
York the personalty was returned in one town at $5000, in 
the adjoining but no more prosperous town at $700,000. Per- 
haps the most remarkable figures are found in the large 
cities. In Cincinnati the valuation in 1866 was: realty, 
$66,454,602; personalty, $67,218,101. In 1892 the realty had 
increased to $144,208,810; the personalty had decreased to 
$44,735,670. In Monroe County, New York, in which the 
city of Koche.ster is situated, the realty was assessed in 1892 
at $132,202,478; the personalty at $8,408,803. Finally, in 
the city of Brooklyn in 1893 real estate was asscsssed at 
$486,497,186, wliile personalty was valued at $1.9,123,170. 
Personal property, in other words, paid a little more than 
three per cent of the whole tax on property. In 1895 propor- 
tion fell still lower, — to one and twentyAhrec hundredths per 
centr * 

These statements are most remarkable and must carry with 
them the conviction that the general property tax fails in the 
first step or its administration, namely, in a just assessment 
of the property of citizens. 

In the Eleventh Census of the United States is found a 
graphic statement of the assessed value of real and personal 
property for each of the States, -j* and as it would be impossible 
to present the argument against the general property tax 
more persuasively, it is here inserted. The diagram explains 
itself. 


* Scligman, Essays in Taxation^ Chapter on The General Property 
TaXy pp. 27-29. * 

I Eleventh Census, Wealthy Debt, and Taxation, Part II, p, 60, 
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We cannot leave this phase of the question without in- 
quiring what seems to be the trend of legislative opinion in 
the presence of the fact that personal property evades assess- 
ment The situation is partly relieved by the development of 



special taxes upon those businesses represented by stocks, 
bonds, shares, and other forms of personal property. It being 
impossible to secure payment from this property by tracing 
it to individual proprietors, the tax is levied upon the corpora- 
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tion, which from its nature must have a legal situs and main- 
tain a current record of its property and earnings. The idea 
seems to be that the government should take its share of the 
earnings of the industries in question at their source. It is 
believed this tendency rests upon a sound administrative 
theory, and if carried out to its logical conclusion, which is 
that personal property representing corporate industry should 
be exempt from the assessor’s roll and the corporation itself 
relied upon for the payment of all just dues to the govern- 
ment, that the revenue system will gain in clearness, in equity, 
and in case of administration. The corporation taxes should 
not be regarded as supplemental to the general property tax, 
but as a substitute for that portion of the tax which addresses 
itself to tlie class of personal property referred to. 

Admitting for a moment that a properly drawn corpora- 
tion tax satisfies the problem of assessment for stocks and 
bonds, there remains one form of personal property which can- 
not be reached in this manner. Reference is here made to per- 
sonal property in the form of notes, mortgages, and other credit 
instruments. No subject presents greater difficulties to the ad- 
ministrator than that phase of double, taxation and tax evasion 
which arises on account of mortgages. The theory adopted by 
most laws is that a mortgage should be taxed to its full amount, 
and the property upon which the mortgage rests assessed at 
a value equal to its true value less the amount of the mort- 
gage. Could this be done no injustice would arise, but it 
cannot be done. It is impossible for the assessor to discover 
mortgages. It is certain that they who hold them will not 
as a rule voluntarily declare them. On the other hand, it is 
equally certain that the owner of a piece of property on which 
the mortgage rests will declare the debt if by so doing his 
assessment can be reduced, and that, as a result, the State 
will be left with little or nothing upon which to levy taxes. 
It would be difficult to obtain a correct statement of property 
and mortgages were both mortgagor and mortgagee subjects 
of the same jurisdiction ; it is impossible when they are citi- 
zens of different jurisdictions, Notliing would be easier than 
by means of fictitious mortgages between citizens of different 
States to enable all property, real as well as personal to evade 
assessment. 

Many remedial acts have been addressed to this difficulty 
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in the administration of the general property tax, but thus 
far they have all failed in their purpose. One of the most 
carefully devised of these laws was recently passed in the 
State of Michigan, by which it was required that the recorder 
of each county should furnish the recorder of every other 
county in the State a list of mortgages held upon lands by 
the residents of other counties. The immediate effect of this 
law was to disclose a large amount of personal property which 
had previously evaded taxation, but the ultimate effect was 
an exchange of mortgages by citizens of Michigan upon 
Michigan lands for mortgages held upon lands in other States. 

Another experiment in the taxation of mortgages proved 
equally futile. It was provided that both the land and the 
mortgages should be formally taxed, but that, in case the 
owner of a mortgaged farm should pay the full amount of the 
tax imposed, he might use his tax receipt in payment of in- 
terest upon the mortgage to the amount that tlie mortgage 
itself was held for taxation. The immediate effect of this 
law was, first, that the rate of interest upon loans increased 
by one per cent ; second, that the mortgage contract was so 
revised as to deny the borrower the liberty of presenting tax 
receipts in part payment of interest dues ; and third, that the 
mortgages on Michigan farms were sent as rapidly as possible 
out of the State. 

It is not necessary to consider at length the extended bib- 
liography of this subject, or to pass in review all of the special 
laws designed to adjust equitably the burden of taxation 
between the borrower and the lender. An exhaustive inves- 
tigation would bear out tlie conclusion that so long as each 
State administers its revenue system independently of other 
States it is impossible to secure just and comprehensive as- 
sessments of this class of personal property. Moreover, if 
the framer of a revenue system can convince himself that 
economic principles do act, and that the criticisms of a certain 
school of economists have not as yet caused the repeal of 
those fundamental laws of human conduct upon which the 
commercial world of voluntary association rests, it will not 
be necessary for him to consider seriously the question of 
taxing mortgages. A little more confidence in political 
economy, and a little less reliance upon minute legislation, 
would lead to better results. The distinction drawn in 
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the foregoing chapter between the payment of a tax and 
the shifting of commercial conditions incident to a tax 
was designed, on its practical side, to prepare the way 

for the remission of a large nimiber of indirect taxes; for, 
in so far as competition can determine the price, whether 
of goods, of service, or of loanable capital, the “ burden ” of 
indirect taxes does tend to equalize itself throughout the com- 
munity. That is to say, the relative conditions of men will 
be the same, so far as social service rendered and social 
benefits received are concerned, after the commercial shifting 
which follows a new tax has taken place as before the tax 

was imposed. A tax on mortgages, being a special 

tax upon one form of investment, is an indirect tax, 

and the result of a release of mortgages from taxation 
will be a lowering in the rate of interest on loanal)!e capi- 
tal. The man who buys property on credit (let us assume 
for purpose of illustration the case of a farm purchased with 
borrowed money) lias no reason to complain if the capital 
which he borrows is not taxed to the holder of the instrumentsS 
that represent the loan. It is true his property will be as- 
sessed to its full value regardless of the debt resting upon it, 
but the first effect of such an adjustment wall be to reduce the 
price he must pay for his land ; that is to say, tlic tax results in 
depressing the value of land by an amount equal to its capitali- 
zation. The second effect is that he will be obliged to pay 
less for the money borrow’ed with wdiich to purchase the land. 
It is doubtless true that up to a certain point these two 
tendencies will counteract each other, for the lower the rate 
of interest the higher wall be the valuation of land. But the 
1:)alance wall most certainly be to the advantage of the man 
who desires to buy land wdth borrowxal capital; for the rate 
which fixes the price of land is the commercial or industrial 
rate, Avhilc the rate that must be paid for the money borrow^ed is 
the current rate on loanable capital. Not only is this latter lower 
in itself than the market rate on industrial capital, but it will 
be yet further depressed by the exemption of such capital from 
taxation. It is lack of confidence in commercial laws by 
which values are determined and to which contracts are ad- 
justed that incites to a constant effort on the part of legis- 
lators to lay hold of loanable capital for the purpose of taxa- 
tion. Experience shows this to be impossible and analysis 
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shows it to be unnecessary. There is no reason in the nature 
of the case, due allowance being made for the peculiar indus- 
trial qualities of government bonds, why the farmer should 
pay more for money than the government. The farmer's 
true interest lies in removing every element of uncertainty 
that surrounds a loan, and one of these is the threat of the 
law that mortgages should be taxed. 

The conclusion from this somewhat extended discussion 
is that all personal property should be dropped from the as- 
sessment rolls— corporate property because it can be taxed to 
the corporation in a much more effective manner than to the 
individual, and credits because their exemption will tend to 
reduce the rate on loanable capital. The situation seems to be 
that personal property cannot be reached by the present system. 
Even the most severe laws are futile to secure its listing. It is, 
therefore, necessary that some radical changes be introduced 
into the vsystem itself if the industry of agriculture is to be 
relieved from the relatively excessive burdens which it now 
bears. 

(3) Inequalities between the Severai. Grades of 
Govern xM ENT. — Not only does the general property tax work 
injustice to the well-meaning citizen and to real property, it 
is also unequal in its assessments as between the several 
grades of government which together make up a larger tax- 
ing district. This is at least true in the United States as the 
tax is now administered. The assessors are commonly local 
officers dependent for their places upon the sulTrage of those 
whose property they assess, and since tliese assessments are 
taken as the basis of county and State taxes, as well as of 
township taxes, a strong temptation is presented to each as- 
sessor to value the property in his township as low as possible 
in order that it may not be charged with an unduly large pro- 
portion of county and State taxes. Whether right or wrong 
need not here be discussed, but the fact is that eacli assessor 
regards himself as elected to represent the interests of his 
township as against the efforts of other townships to evade 
the payment of their just share of general taxes, and on this 
account he is tetnpted to undervalue tlie property of his 
district as an offset for what he imagines may be the under- 
valuation in other districts. Tbe result is that no property is 
assessed at its true value. It must not be supposed that 
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undervaluation is sanctioned by law. On the contrary, the 
laws of most of the States require an assessor to affirm on 
oath that he has listed all property at its fair selling value; 
but so great would be the injustice resulting from a strict 
compliance with the law on the part of one township while 
other townships permit property to be undervalued that it is 
impossible for the assessor to perform his duties as the law 
requires. He would not be justified in so doing and he surely 
w^ould fail of reelection should he make the attempt. 

The extent of undervaluation as estimated by the census 
authorities is shown in the graphic statement now presented. 

The fact of undervaluation considered by itself is of rela- 
tively slight importance, since, for a given expenditure, its 
only result is to raise the rate at which property is taxed. It 
cannot affect the amount that must be paid. The evil of 
which complaint is justly made lies in the inequality of valua- 
tion of different townships when accepted as tlie basis of 
county and State taxes. There are several ways of over- 
coming this difficulty, the method adopted by most of the 
commonwealths being to establish l)oards of review, some- 
times called boards of equalization, for adjusting the returns 
of local assessors. The county board eciualizcs the assess- 
ment between the townships, and the State board performs 
a corresponding service for the counties. This at best is a 
bungling piece of administrative machinery. The members 
of these boards of review Iiave no reliable data at their com- 
mand except such as are furnished by the local assessors them- 
selves. How, tlien, can they revise the assessments with 
reason and judgment ? As a matter of fact they commonly 
accept the lowest assessment as the basis of adjustment and 
scale down the valuation of other townships until the com- 
plaints of interested parties are somewhat mollified. It is 
thus evident that boards of equalization tend to intensify 
the undervaluation by the local assessors. 

Another evil of the general property tax shows itself in 
connection with these boards. Inasmuch as city property is 
included along with country property in the same tax levy, 
it is not strange that the meetings of these boards of review 
should be characterized by a conflict of interests between the 
country and the town. Indeed, if one may judge from com- 
mon report respecting their sessions, their chief interest 
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seems to be to shift the burden of taxation from country to 
city in those districts where rural population predominates, 
and from city to country where the voting strength lies with 
the municipalities. Administrative machinery could not be 
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adjusted with greater disregard to the way in which human 
nature works. The difficulty of the situation lies in the fact 
that local officers assess local* property for State purposes. 
This is a fundamental error. Self-assessment, whether by 
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individuals for local purposes or by localities for State pur- 
poses, will ever prove a fruitful source ot embarrassment. 

A second means by which the evils of uiidervaluation may 
be overcome is found in the suggestion that the assessors 
should be State officers. Being responsible to the State 
rather than to the localities, and dependent for their con- 
tinuance in office upon the approval of tiie governor rather 
than upon the suffrage of their neiglibours, the temptation 
to undervaluation would be in large measure removed. Of 
more importance, however, is the fact that the same rules for 
assessment would be folloAvcd throughout the State, and that 
cases which presenterl special difficulty being referred for de- 
cision to a central office would be decided according to some 
approved principle and in harmony with established practice. 
These are undoubtedly important considerations, but the 
method they suggest would lead to other and perhaps equally 
serious miscliiefs. So far as assessment between citizens 
calls for a more or less Intimate knowledge of local affairs, 
it is not likely that this could be secured in an officer ap- 
pointed by tlic governor of the State. Nor can it be over- 
looked that the suggestion is not in harmony with the theory 
of local self-government, a fact which of itself may well cause 
one to hesitate before adopting the suggestion. The ever- 
present controversy between efficient administration as de- 
pendent upon centralization of political power and tlie condi- 
tions requisite for ])ersonal liberty and local autonomy is 
involved in the suggestion of State assessors, and the decision 
at which one arrives will depend largely upon the prejudices 
he entertains for or against local government. This treatise 
is obliged, in order to be consistent witli the views already ex- 
pressed upon analogous subjects, to search for some oilier 
means of relief tlian that of placing tlie assessment, levy, and 
collection of local taxes in the hands of State officers. 

The only means of setting aside the difficulty under con- 
sideration consistent with generally accepted theories of 
government is found in the suggestion that the several grades 
of government be separated for the purpose of taxation, and 
that each grade be assigned a source of revenue peculiarly, 
if not exclusively, its own. Assuming sucli a change to be 
feasible, there would be no Tiered of boards of equalization in 
order to equalize payments, for variations in the basis of 
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assessments could be the cause of no injustice. One county 
might estimate its property at forty per cent and another 
at eighty per cent of its true selling value, and the only 
result would be that the rate of taxation would be twice as 
high in the former as in the latter case. The suggestion 
thus presented is believed to be a most fruitful one for the 
reform of the American taxing system. P’or the present, 
however, it is sufficient to observe that the proposal is ade- 
quate to overcome the evils of unequal valuation in localities, 
while at the same time it regards all the rights of local ad- 
ministration. 

Our conclusions from this practical consideration of the 
general property tax are two and as follows: 

lorst. The general [)roperty tax should l)e confined to 
the taxation of visil)le property, that is to say, of real estate. 

wSecoud. The principle of segregation of revenue sources 
should be applied within the boundaries of the States. 

70. Administrative ftnestions Respecting the Corpora- 
tion Tax.' — Four questions present themselves to the financier 
who designs estaldishing a system of corporation taxes. 'The 
first pertains to the proper selection industries, the second 
to the ])roper basis of assessment, the third to the adjustment 
of the rate of taxation, and the fourth to the political con- 
ditions and interstate relations under which tlic tax is itnposed. 
In tlie discussion of these cases fainiliarit}' willi the historical 
significance and with the social and financial necessity of cor- 
poration taxes is assumed. 

(i) SuLi'X’TTOX OF IxorsTKiFS 'I o icF Taxfo. — Hail it 
been possible to direct the organization of industries during 
the last fifty \‘ears with a view to the taxation of ('orporations, 
the task of tlie financier would now l)e greatly relieved. lujr 
reasons that need not here be discussed many industries are 
organized upon the cori)oraie Ixisis wliicli, so far as tlieir 
economic character is concerned, or their relation to public 
or qitasi -puhWc interests, might just as well liave been carried 
on upon the basis of j)artnersliips or joint-stock associations. 
It would be a mistake to include all corporations within the 
scope of the corporation tax, and the legislator is obliged to 
rely for the purpose of selection upon an economic analysis 
of industries, and to set aside for special taxation those in- 
dustries only wliicli are monopolistic in their character or 
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which fo’' some other reason bear a public or quasi-imhlk 
character.* The reason for this is clear. All ividiistries sub- 
ject to the control of competition, whether orj^^anized as cor- 
porations or not, possess tlie same industrial character. The 
value of an investment in them will bear some relation to the 
cost of creating the plant, the quotations upon stocks and 
liabilities will gravitate toward the earning capacity of the 
enterprise, the rate of j^rofit will be the ordinary rate of profit, 
and the income to the proprietors will measure with some de- 
gree of fairness the social value of their services. Moreover, the 
reaction of a general tax upon sales will be the same for the 
incorporated industry as for an industry of the same class 
organized as a partnership, and the special tax imposed upon 
them would work like any ordinary indirect tax. While, 
therefore, we speak of special corporation taxes, it must be 
understood tliat tliese are special taxes upon industries selected 
because of tlieir jx'culiar industrial and social character. 
There are many taxes levied on corporations which are not, 
in the technical meaning of the phrase, corporation taxes. y 
Most prominent among the industries selected for special 
taxation is the railway industry, Khode Island being the only 
State in the United States which treats railway property the 
same as other property. The explanation of this is simple. The 
railway industry was the first to show tlie peculiar evils of 

* The .student will observe that an economic analysis upon which the 
selection of industries for special assessment rests is, in its esseiuial 
character, the same as tliat already presented in the chapter upon 
“Revenue from Public Industries," The truth is that the corporation 
tax and the public ownership of industries are two conflicting methods 
of solving the same problem, and the employment of the one method 
in any particular case excludes the use of the other. 

f The subject thus touched uptjn is a broad and a comprehensive one. 
It is the conviction of the author that the corporation laws of the States 
must be revised so as to grant the privilege of incorporation to those 
industries only which arc subject to the law of increasing returns or 
which render some peculiar public service. The seventeenth-century 
theory of the corporation must be revived and applied to modern con- 
ditions, provided it is the determination of legislators to direct the 
tendencies toward centralization of industrial power to the best service 
of the people and of the State. The conclusion respecting taxes in 
harmony with this idea is that those industries only which, under a 
just rr^ime of industrial as.sociation*rnight claim the privilege of incor- 
poration, arc to be regarded as fit objects of special taxation. 
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corporate organization, and on this account arrested the at- 
tention of tax reformers. From the administrative point of 
view the ease with which stocks are bought and sold renders 
it impossible for the assessor to discover who owns railway 
property. From the point of view of social justice the 
character of the competition invited by this industry brings 
a])out an abnormal and unhealthy commercial condition. 
Rebates, discriminations, secret contracts, and the like, seem 
to be imposed upon the railway manager by the commercial 
forces with which the peculiar character of this industry brings 
him in contact; and the result is that society is deprived of 
those industrial conditions under which commercial forces 
for ordinary industries are able to act in a normal manner. 
Two facts thus become evident; first, that the general pro- 
perty tax cannot secure payment from the proprietors of 
railway property, and second, that the industry is of such 
a character as to demand control by the State. If to these 
facts be added the consideration that railway corporations 
enjoy a franchise from the State which possesses a peculiar 
industrial value, it is easy to understand why tliey have been 
selected for special taxation. wSo true is this of the conditions 
of the Ibiited States that when one speaks of a corporation 
tax the mind turns at once to the question of railway taxes. 

Other industries naturally classed with railways for the 
purpose of taxation are the telegraph and express industries, 
and, probably, the telephone industry. Indeed, all those in- 
dustries eng-aged in transportation possess the same general 
cliaracter. It is true that the great express companies in the 
United States are organized as joint-stock associations ; but 
the trend of judicial opinion seems to be that for the purpose 
of taxation they should I)e considered as incorporated. The 
telephone industry cannot be so easily disposed of, for it is 
not yet certain that this industry is subject to the law of in- 
creasing returns. Beyond a certain point in density of ser- 
vice it is claimed that operating expenses increase more 
rapidly than income. If this be true the industry itself sets 
a limit to its normal size, and separates itself from railways 
and telegraphs as non-monopolistic in character. Moreover, 
the telephone industry has in part a local cliaracter. 

Other industries there are,* allied to the great transport 
industries, that should be made the object of special con- 
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sideration, as for example bridge companies and companies 
owning terminals, rolling stock, and the like. The idea is that 
the transportation industry can be handled the most easily 
when regarded as a unit, and the peculiar contracts between 
the various parts of the organized association should not be 
permitted to secure one form of taxation for one class of 
property and another form of taxation for another, all of 
which bears the same social and industrial character. 

A second class of industries which possess a character 
peculiar to theinselves, and which on that account call for 
special treatment on the part of the State, is composed of 
banks, insurance companies, building and loan associations, 
and the like, d'lie character of tliese industries is given them 
by the fact that they perform in a greater or less degree the 
duties of trustees. Moreover, competition, while more active 
and efficient for legitimate control than in the case of railways 
and express companies, works with them in a peculiar manner. 
They are sul.)jecl to tlie law of increasing rather tluin of con- 
stant or decreasing returns, l)Ut the working of this law is 
so guarded as to free them from the abnormal or excessive 
competition to which tlic transportation industry is ex{)oscd. 
The puldiic interest, tlierefore, does not pertain so much to 
fair, ecjuitable, and unife>rni treatment as to the price charged 
for services rendered and to tlie .security of funds placed at 
their disposal. From tliis it ndlows that tlie rule of laxation 
for luisinesses of this class may with pro])ricty l)e very dif- 
ferent from tln:)se rules that are pertinent in the case of trans- 
portation industries, but that their character as trustees whose 
income increases with the volume of their business makes 
them a tit object of S])ecial taxation. 

Tlie third class of industries to be considered in tlie dis- 
cussion of corporation taxes, although not always organized 
as corporations, is made up of sucli enterprises as mining 
properties, lumber interests, and other natural monopolies. 
These industries, in so far as they give a differential profit 
to their proprietors, should be made to share tlieir royalty 
or rent witli the State. The line of reasoning which underlies 
this conclusion has been already presented in connection with 
the question of governmental proprietorship of natural mono- 
polies. Some of them, it was* there learned, might with pro- 
priety be owned by the State; others, on account of technical 
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difficulties in administration, can with greater advantage be 
given over to individuals or corporations ; but in either case 
the fund of value stored up by nature in the past may justly 
be called upon for special contributions for the support of 
the State. 

The fourth class of industries that should receive special 
treatment at the hands of the revenue system is composed 
of municipal monopolies, such as street railways, gas com- 
panies, lighting comj)anies, and the like. They are mentioned 
in this connection to complete the series of industries that 
claim the special consideration of the financier. 

In closing this brief analysis it may be remarked that 
what we have here called the question of the corporation 
tax is in reality a question respecting tlie proper fiscal treat- 
ment of those industries that are superior to the normal 
control of commercial forces. The corporation tax and tlie 
monopoly problem are closely allied, and no satisfactory ad- 
justment of corporate taxation can l:)e expected except it be 
made under the influence of some general theory respecting 
the solution of the monopoly problem, 'flic idea which 
underlies the suggestions of this treatise is that uniform laws 
of incorporation should be established lietween the several 
States ; that special rules of incorporation should be drawn 
for industries that are monopolistic in cliaracter; tluit a pre- 
scril)ed system of bookkeeping and supervision of accounts 
should be established for all incorporated industries ; and that 
uniformity of legislation should be established between the 
States for determining the conditions under which corpora- 
tions may operate. This is admitted to be a comprehensive 
and an ambitious programme ; it is, however, no less com- 
prehensive than the extension of the commercia] relations 
which nineteenth-century corporations have established, and 
no less ambitious than seems to be the ideal of control which 
many of these corporations have set before themselves.'^' 


* For a very imperfect suggestion of the analysis upon which this 
program rests, the student i.s referred to my monograph entitled 
Relation of the State to Industrial Action ” published by the Ameri- 
can Economic Association, Vol. I, While it is admitted that this 
analysis is crude and incomplete, the general results at which it arrives 
are believed to be in the main .softnd. Its chief contention is, and this 
must be held in mind by the student of finance in studying the corpora- 



454 


ADMINISTRATIVE CONSIDERATION OF TAXES. 


(2) The Proper Basis of Assessment. — The industries 
whicli demand special treatment by the revenue system having 
been selected, tlie secotid question which presents itself to tbe 
financier pertains to the proper basis of assessment. In dis- 
cussingf this question we sliall hold in mind primarily the 
transportation industries, and, of the transportation industries, 
railway corporations. Not only will this give to our analysis 
a concrete character, but, with the cxcei)tions to be noted, 
the general princi])lcs arrived at in connection with the taxa- 
tion of railways arc pertinent, in a more or less degree, to 
the taxation of other industries of this same general class. 
Corporations may be assessed in either of three ways : 

On the basis of their property. 

On the basis of tlic volume of business which they transact. 

On the liasis of their earnings. 

(a) Property the Basis of Assessment . — The special treat- 
ment of railways for the purpose of taxation which separates 
itself the least from the principles underlying the general 
property tax consists in an attempted assessment of property. 
This assessment may be made in either of three ways. It 
may be estimated on the basis of the proba))]e cost of the 
property ; it may be arrived at by the cai)italization of cur- 
rent earnings at an assumed rate of interest ; or the aggregate 
of bonds and stocks outstanding may be accepted, cither at 
their market or their par value, as representing the value of 
the property. So far as cost is concerned it re(|uires but 
slight acfjuaintance \vith the history of the railway industry 
to warrant tlie assertion that the original cost of railway pro- 
perty is beyond the ability of any man to determine. In the 
majority of cases the construction accounts of railways either 
do not exist or they do not exist in the hands of the cor- 
poration now owning and controlling the property ; and even 
in those cases where continuity of corporate history permits 
the original book-cost to be determined it wajuld be useless 
as indicating ability to bear taxes. Of wliat significance, for 
example, is it to know the cost of a road constructed twenty- 
five years ago when it is remembered that steel rails have 

tion tax, that provided the railway problem be solved so as to secure 
uniform, open and just rates, the tendency toward undue concentration 
in secondary industries would be, in large measure, if not entirely, 
arrested. 
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fallen in price during the intervening time from seventy dol- 
lars to twenty dollars per ton, and that locomotives have 
fallen in price from eighteen thousand dollars to eight thou- 
sand dollars ? On the other hand there arc many items in 
construction that have risen in value since the original in- 
vestment. Nor is this difficulty overcome by sul)stituting 
for original cost the cost of reproduction/’ inasmuch as 
many ol the most important constituents of present worth 
rest upon the fact that the railway exists and cannot be esti- 
mated independently of that assumption. Entrance into a 
populous city, for example, which at the time the railroad 
was built might liave cost but little, would now be the occa- 
sion of enormous expenditures, but the value of this right 
of way was in larg^e measure created by the railway itself, 
as well as the value of all other abutting property. The truth 
is the commercial results of a long-established line of com- 
munication have become so integral a part of the existing 
industrial structure that an estimated cost of reproduction 
would bear no relation to the commercial value of the pro- 
perty. 

Generalizing from this analysis and holding in mind all 
industries that are, from the economist’s point of view, mono- 
polistic in character, it may be said that cost Is a fact of no 
significance so far as any of the administrative questions 
which arise in connection with mono])olies are concerned. 
Cost is of significance only in those industries to which the 
principle of competition applies, and in wliich for this reason 
the cost of reproduction and the capitalized value of earnings 
tend to coincide. We may, therefore, set aside the idea that 
cost of property can serve as a basis for the assessment of 
taxes to corporations. 

Neitlier can the value of corporate property serve as the 
basis of assessment. The reason for this was in part sug- 
gested when it was learned that corporate property possesses 
a value independent of the earnings or income to which the 
property gives rise,* The indirect advantages of tlie control 
of a large industry are such that men are willing to ])ay for 
the property which gives them this control, although they 
receive no dividends therefrom. Conceding, however, that 


* Cf. § 6o, (2), (. ). (/J). 
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the value of corporate property tends in the long run towards 
the capitalization of income, it does not follow that it would 
serve as a satisfactory basis of assessment, for it would not 
permit the government to adjust its demands to the fluctuating 
prosperity of the business concerned. The market value of 
property, in so far as it depends upon earnings rather than 
upon speculative hopes, must be the capitalization of average 
earnings extending over a considerable period of time, while 
the ability to pay taxes of a given year depends upon the 
earnings of that year. It seems, therefore, proper to conclude 
that the commercial value of corporate property may be set 
aside when searching for a proper basis for the levy of taxes. 
This conclusion will at least be conceded by those who believe 
that the current expenditure of government ought as a rule to 
be borne by current production. 

Many of the States accept slocks or bonds, or both, either 
at their par or their market value, as the basis upon which 
corporate property should be assessed. I'he tlieory is that 
stocks and bonds represent the investment of ca])ital ; they 
are the personal property which in the hands of individuals 
evades taxation. It seems to satisfy the conditions of the 
problem that a corporation should pay taxes in proportion to 
the stocks and bonds it has issued. While many arguments 
may be urged in favour of tin's plan, it is not without its 
limitations. In the first place it must be recognised that the 
income from Ijonds is dififerent in cliaractcr from the income 
from stocks. Tlie one is interest, the other is dividends. The 
one is determined by the terms of a contract, tiie other is 
contingent upon the earnings of an industry ; and it is evident 
that a tax imt)osed on a corporation in proportion to its out- 
standing capital would, in the first instance, tend to dei)ress 
the value of stocks and to increase the value of bonds. In 
the long run this difference might adjust itself, hut the process 
would tend to encourage the purchase of corporation bonds 
and to discourage the purchase of corporation stocks, a result 
which, from any point of view, must be regarded as un- 
desirable. ^ 

Another reason for hesitating to accept outstanding 
capital as the basis of assessment is that neither tlic par 
value nor the market value of stocks and bonds holds any 
very definite relation to earning capacity. A tax upon the 
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par value of outstanding railway stocks, for example, must 
be regarded as unfair when it is remembered that not more 
than 53 or 54 per cent of such stocks pay dividends. They 
are, it is true, quoted upon the market because their pro- 
prietorship carries with it a definite right of management 
over great industrial properties. Their possession is a link 
in control, altliough, by some reorganization or process of re- 
construction, they may have been supplanted by ol)ligations of 
more recent issue. To make stock a basis of taxation wliilc 
holding to tlie idea that payment from property must be in 
proportion to ability, it would be necessary to separate tlie 
active from the suppressed obligations and to assess the 
former only for purpose of taxation. 

It may be urged that tlie embarrassment here encoun- 
tered will be overcome by substituting the market value for 
the par value of the stock. In a measure this is a pertinent 
suggestion, but it does not harmonize with tlie })rinci])le al- 
ready accepted that corporations sliould pay according to 
their ability. Assessment of stocks and bonds on the basis 
of market quotations would result in assessment according 
to the speculative interest which manipulators might have in 
special stocks. Moreover, the taxation of quoted values (ex- 
cept an average of quotations l)e taken) would intensify the 
fluctuation of stocks and bonds, and for this reason is re- 
pugnant to a wSOund view of industrial conditions. The 
market value of such stocks, however, is little belter tlian 
their par value, as indicating the ability of the corporations 
which issue them to liear taxes. In general it may be said 
that the financial administration of these great properties 
bears no absolntcly fixed relation to their business administra- 
tion; and on this account neither the amount of stock at any 
time outstanding, nor the value of that stock upon the market, 
can be accepted l)y the State as a measure of their ability to 
bear taxes. Were there no lieitcr liasis of assessment, stocks 
a.nd bonds outstanding might iierbaps lie aeccfUed, but it must 
be admitted that tlie assessment of corporate property on this 
basis is not satisfactory. 

(/;) Volume of } 3 i{sificss llic Basis of /I sscssmcuf . — 1 he error 
of this method of taxation is tliat volume of business bears 
no necessarily constant relatio^i to tlie earnings of corpora- 
tions, because the earnings dep.end as much upon the price 
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charged for services or commodities as upon the amount of 
business. Some railways, for example, enjoy a passenger 
traffic of between 500,000 and 600,000 passenger miles per 
mile of line, while others there are even of lirst-class roads 
that must content themselves with a passenger traffic of 20,000 
or 30,000 passenger miles per mile of line. In freight traffic 
there is yet greater discrepancy.* Some roads there are 
which manage a freight traffic of over ^,(X>o,ooo ton miles 
per mile of line, while others operate successfully a freight 
traffic of less than 50,000 ton miles per mile of line. It is 
eviilent, if charges for service rendered were the same for all 
companies, and if ex])enses werein proportion to business done, 
tliat the volume of traffic would give a passable measure of 
the ability of railways to pay taxes. An investigation into 
the facts, however, shows marked divergence in rates, not 
only in different parts of the country, !)ut as between rail- 
ways in the same territory operating under different com- 
mercial conditions. A'olume of traffic is an uncertain basis of 
assessment, also, because it is likely to cover a great diversity 
of commodities and services. What basis of comparison, for 
example, can be instituted between a road the great bulk of 
whose traffic is coal, an<l a road that secures a considerable 
portion of its earnings from high-class freight ? The ton 
mileage in the former case will be high, while the ton mileage 
in the latter will be relatively low; but the gross income of 
the latter may exceed that of the former. Without pressing this 
analysis further, it may be concluded that the relations which 
exist between the volume of business in any industry and either 
the gross or net earnings which result therefrom are so dif- 
ferent for different industries, or, indeed, for the same indus- 
try at different times, that volume of traffic cannot well serve 
as the basis of taxation. It is the fiscal result of a business 
rather than the volume of its transactions which measures 
the ability to pay taxes. 

(c) Earnings the Basis of Assessment , — It is as true of 
corporations as of individuals that their ability to pay taxes 
is measured by their annual income; and, provided adecjuate 
means can be devised of disclosing income, little argument 

* For table showing density of traffic of all roads in the United 
States whose gross revenue exceeds 13,000,000, cf. Eighth Annual 
Report on Railway Statistics in the United States, pp. 112 to 123, 
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IS required to conclude that income in some one of its many 
phases should be accepted as the basis of the tax levy. But 
income when applied to corporations is by no means a 
simple concept. It may mean gross earnings from opera- 
tions, or gross earnings from operations increased by the 
receipts that accrue from corporate investments. It may 
hold in mind a net item, which in its turn is capable 
of a double interpretation corresponding to tlie two mean- 
ings of gross earnings. That is to say, the expenses that 
arc deducted in order to arrive at a net result may be 
deducted from cither the gross earnings from operation or 
the gross corporate income. And finally, the expenses to be 
deducted in order to arrive at the net item may be either 
operating expenses or operating expenses and fixed charges. 
There is thus presented a wide range for selection, and it is 
evident that a law which designs to tax a cor])oratioTi on its 
earnings or income niiist be very explicit in the use of terms. 
For the purpose of making this matter clear there is here 
inserted the income account drawn l)y the Interstate Com- 
merce Commission for the annual report of railways in the 
United States: 

Gross Earnings from Operation 

Less Operating Expenses 

Incomk (or Dinacrr) from Opkration- 

Dividends on Stocks Owned 

Interest on Bonds Owned 

Miscellaneous Income — less Expenses 

Income from Oihkr Soukck.s 

Totae Income (or Deficit) 

Deductions from Income : 

Interest on Funded Debt acckued 

Interest on Interest-bearing Current Liabilities accrued, not other- 
wise provided for 

Interest on Real Estate Mortgages. 

Rents Paid for Lease of Road 

Taxes 

Permanent Improvements 

Other Deductions 

Total Deductions from Income 

Net Income (or Deficit) 


Dividends per cent Common Stock. 

Dividends per cent Preferred Stock 


Other Payments from Net Income. . 

Total Dividends and Other Payments 
Surplus (or Deficit) from Operations 
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The first alternative presented to the financier lies between 
a gross or a net item as the basis of assessment. If, however, 
one confine his attention to purely economic considerations 
the decision is not difficult. A tax on the gross earnings of 
a corporation cannot be satisfactory, because it takes no ac- 
count of operating expenses incident to the securing of such 
earnings. In the railway industry, for example, operating 
expenses average 66 per cent of operating earnings. From 
this it appears that only 34 per cent of gross earnings from 
operation are at the disposal of the corporations for the pay- 
ment of interest on debt, taxes, incidental betterments, and 
dividends. There are, however, railways in this country 
whose normal operating expenses are not more than 50 per 
cent of gross earnings, and otliers whose operating expenses 
exceed 75 per cent of gross earnings. It is evident, therefore, 
that a just assessment as hetwen corporations must take into 
account expenses as well as earnings. 

The second question which presents itself pertains to in- 
come from investments as distinct from earnings from opera- 
tion. Should assessments take any account of such income ? 
The answer to this question depends entirely u])on the theory 
according to which the corporation tax is drawn. If all cor- 
porations which maintain a legal existence, whether active or 
subsidiary, are included in the tax levy, the income arising 
to a corporation from investments in the securities of other 
corporations should be free from taxation, l)ecause the busi- 
ness which gives value to its investment is itself taxed. If, 
on the other hand, the tax law addresses itself exclusively to 
operating cor{)orations, their income from investments should 
be added to their earnings from operations to secure a just 
basis of taxation. The controlling consideration in this mat- 
ter is found in the fact that a portion only of the securities 
of inactive or leased corporations i.s held as an investment 
by operating companies; and, this being the case, should 
the operating com[)any be taxed upon its entire corporate 
income, while subsidiary companies are released from the 
duty of payment, tlie result would be that corporate invest- 
ments in corporate securities would be taxed, while private 
investments in the same class of securities would be free. 
There seems, then, ample reason for concluding that the tax 
law should address itself to all corporations, whether active 
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or not, which is equivalent to saying that the earnings from 
operation, rather than the earnings from operation plus tlic 
income from investments, should be accepted as the starting- 
point in tracing the ability of operating corporations to pay 
taxes. In the case of leased companies the rental, or income 
from the lease, should be the basis of the tax. 

(jjrporate earnings rather than corporate income being 
accepted as the olqect of assessment for 0|)eratitig com- 
panies (inactive cor])orations may now be dropped from 
view), and a net rather than the gross item having been 
preferred, the (piestion tlien presents itself whether the 
‘‘ income from n|)era[ion *’ or the “ net income should be 
selected as a measure of payment. Idjese plirases are tech- 
nical in character. A corj)oratc earning is converted into an 
income ])y deducting from it the expense of operation. If 
operating exi)etises alone are deducted tlie remainder is calletl 
tile “income from operation”; but if caj)ital exj)cnscs are 
also deducted, such as interest, rents, taxes, impriavemcnts 
charged to income account, ainl the like, tlie remainder is 
called the “ net incemu*.'’ The dill’erence lietween these 
funds may 1)C suggested wheit it is reeog'uisetl that the former 
is a net item to the corporation considered as an industrial 
assoeiation, and is charged will) all lia])ilities tliat accrue 
under contracts, or arise from the policy (.)f the administra- 
tion, or are imposed by the antliority of the State or the 
terms of tlie charter: tlie latter is a net item to the directors 
of the corporation considered as trustees, and as charged with 
tlie duty of deelaring to sliareholders the amoimt of their 
profits. 

As between these two funds it is tlie former rather than 
the latter which should be selected as the liasis of the tax 
levy, a conclusion for which several reasims may l>e pre- 
sented. lorst, this places the government on the same foot- 
ing as the invest(.)r in bonds and in stocks, and is in harmony 
with the idea that the State should appeal to revenue at its 
source. Of more importance is the consideration that 
operating earnings and operating expenses are a])out the 
only terms in corporation bookkeeiiing which may be 
interpreted strictly and in a fairly nniform manner. They 
pertain to the administration- of officials rather than to 
the policies of directors. One difficulty which attends 
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the administration of corporation taxes is foiin(f in the 
fact that corporations are tempted to manipulate their 
accounts, but sucli manipulation would be exceedingfly 
difficult so far as the two classes of items referred to 
are concerned. It is of great importance that the govern- 
ment should select as a basis of taxation a fund that can be 
determined by the regular application of accepted rules of 
accounting. This is true of net earnings from operation. It 
would be a flagrant abuse of authority, and one easily dis- 
covered, should the management of a corporation increase 
or decrease, in an arbitrary manner, either earnings from 
operation or operating exj)enses. The only legitimate con- 
sideration against this conclusion is that operating expenses 
may be unduly increased by tlie voting of large salaries. To this 
we reply that, inasmuch as the State has the right to compel 
the itemization of expenses, the tax may be increased to the 
corporation that pays too high salaries, leaving it to the stock- 
holders to elect a board of directors tluP; shall reduce the 
salaries rather than the dividends. The claim tliat I)etter- 
ments and taxes will be included in operating expenses does 
not hold, for tlie argument proceeds on the assmnption that 
the State will prescribe accounts. 

The chief reason, however, why income from operation 
should be accepted as the basis of taxation is tliat it is the 
surest indication of the earning capacity of a business. It 
is a much l;)etter index of what a corporation can pay than 
final net income, inasmucli as this latter fund is so largely 
dependent upon tlie general policy of the company. In- 
come from operation is the fund which, other things being 
equal, fluctuates with tlie general prosperity of the nation. 
Its increase or decrease from year to year indicates ability to 
pay taxes at the time of payment. The net income, on the 
other hand, may be relatively small when earnings are large 
or large when earnings are small, on account of the fact 
that in prosperous years corporations are tempted to incur 
a very considerable number of expenditures which in less 
prosperous years would not be incurred or would be pro- 
vided for through the construction accounts. We may, then, 
conclude this analysis, which has suggested at least the lines 
along which the selection of a 4)asi$ for the corporation tax 
should proceed, by affirming that earnings rather than pro- 
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perty shbulcl be accepted as a basis of the corporation tax, 
and that gross earnings less operating expenses, that is to 
say, “ income from operation/’ measure most perfectly the 
relative duty of corporations to pay for the support of the 
State. 

((/) Special Cases of Corporation Assessment . — The above 
analysis pertains primarily to railway corporations. Do the 
conclusions to which it leads require any modilication when 
applied to the other classes of corporate or monopolistic in- 
dustries ? These industries are, it will be remembered, banks, 
general trust associations, natural monopolies, and municipal 
monopolies. 

So far as banks and allied businesses are concerned, it is 
believed that volume of business may be safely selected as 
the basis of special taxation, for this, rather than any other 
factor, indicates the ability of the business to pay. The busi- 
ness has no cost that can be estimated. It has no value 
apart from the continuity of its business. To assess on the 
basis of capital stock v;ould be without reason, inasmuch as 
trust companies do not limit their business to the proceeds 
of their stock, but make the larger portion of their profit out 
of the use of money furnished them by their customers. To 
tax on the basis of net earnings, which calls for the segregation 
of current expenses, would require administrative machinery 
that w^ould serve no good purpose to any other department 
of the government than the financial department. Moreover, 
the operating expenses of a bank when compared with its 
income are of relatively small importance. Nor is there any 
reason why gross earnings should ])C selected as the basis of 
assessment in preference to the volume of business, inasmuch 
as these earnings accrue upon the business at a fairly uniform 
rate of profit. If, then, gross earnings and volume of traffic 
amount to practically the same thing (an assumption found 
to be incorrect when applied to the railway business) the 
financier is at liberty to select as the basis of assessment the 
item that may be the most easily discovered from the books 
of the business in question. This item is volume of business. 
The books of banks and trust companies recognise neither 
gross nor net earnings in the technical sense of those terms. 

In applying this rule of assessment care must be taken 
not to duplicate the tax. If loans and discounts of a bank 
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are taxed its capital stock should be freed from taxation; if 
the premiums of an insurance company are taxed the in- 
vestments which guarantee them an income with which to 
pay unusual losses, or which secure to them accruing assets 
with which to balance tlie accruing liabilities, sliould be free. 
The only exceptioti to this rule is that under some conditions 
it may be wise to include the real estate of corporations of 
this class in the general property tax of a county or the rental 
tax of a municipality. 

The special taxation of natural monopolies presents a 
slightly different problem. Under natural mono|)olies, it will 
be remembered, are included mines, forests, and in general 
all property of unusual value on account of tlie fact that 
nature has localized commercial products. dTiis gives rise 
to a royalty that competition cannot touch, and it may be 
accej)ted as an establislied princi])le by all scliools of econo- 
mists that a royalty w'hich particularizes itself is properly 
made the occasion of special assessments. The Ixisis of taxa- 
tion in these cases should be the nnalty accruing fr('>in the 
property, and the rate at wliich lliis royalty is taxed should 
vary with the {)ecu]iar conditions of each case. 

Municipal mono{)olics, tins ])eing the fourth class of in- 
dustries selected for special taxation, sliould be treated in ihe 
same manner as railway corporation^ ; cxccjit that in the 
case of street railways, ligliling companies, water companies, 
and tlie like, the mnnic'ipality is justilied in placing greater 
emphasis upon the fiscal interests of the municipality itself. 
In a prn[)erly adjusted system of railway rates the charges 
will 1)0 sucli as to minister in the liigliest possible degree to 
the social utilities and the industrial develoi'mient of the Slate, 
and tlie question of taxation must in a degree be subordinated 
to these considerations; in the case of municipal monopolies, 
on tlie other Iiand, there does not seem to be so clearly marked 
an antagonism between the fiscal and the social interests. 
The same line of reasoning, however, may be relied upon in 
the selection of the proper basis of assessment in the one case 
as in the other, and the conclusion of that reasoning would 
be that so long as municipal monopolies are intrusted to 
the management of private agencies the net income from 
operation should be accepted .as the basis of taxation. 

(3) The Rate of Corpokate Taxation. — The third 
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question that arises in connection with corporation taxes 
pertains to the rules by which rates may be determined. That 
which gives character to the corporation tax, as the phrase 
is here used, is that the industries which it includes are, for 
one reason or another, industrial monopolies. This being the 
case, it is not possible to rely upon commercial forces to 
equalize the commercial burdens of the tax, and on this 
account the financier undertakes to accomplish this equaliza- 
tion by artificial means. It is at this point that excise duties 
separate themselves from corporation taxes. 

Lest our reasoning be convicted of inconsistency at the 
outset, it may be well to explain the difference between a 
money lender whose mortgages are to be exempt from taxa- 
tion, according to the conclusions at which we have arrived 
in discussing property taxes, and the banker whose business 
is to be taxed. '' The distinctive function of the ])anker, 
says Ricardo, ‘begins as soon as he uses the money of others'; 
as long as he uses his own money he is only a capitalist.” * 
Now a tax upon the discounts of a bank are not a tax on 
the loaning of money, but upon the imlustry of collecting 
money for loan ; a tax upon the premiums of insurance com- 
panies is not levied on investments, but upon the business of 
selling risks. A corresponding statement might be made 
for any of the cooperative trust or investment companies. 
In so far as the interest derived from loanable capital affects 
the earnings of this class of corporations the remission of 
taxes on mortgages and loans will work to the reduction of 
those earnings ; and there is no inconsistency, therefore, in 
imposing a special tax upon banks, the agencies of loans, and 
of remitting loans themselves from taxation. Loans and dis- 
counts arc accepted as the l)asis of taxation of banks because 
they measure fairly well the earnings of these corporations, 
and in determining the rate of taxation care must be taken 
lest this tax be raised to such a point that it is converted into 
a tax on loanable capital. With this explanation we may 
proceed in our discussion of the rate of corp(wation taxes 
without fear of misunderstanding on account of tlie peculiarity 
of the business of banks and trust companies. 

Returning now to tlie assertion tliat a corporation tax is 


* Bagehot, Lombard Street, p. 21. 
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a tax on monopolistic earnings or on differential profits, and 
for this reason is unaffected by the equalizing tendencies of 
commercial forces, it seems natural to conclude that the rate 
of taxation as between corporations ought to be adjusted in 
harmony with their differential profits; which means that the 
theory of progressive taxation should control the adjustment 
of rates when applied to corporations. Many States attempt 
to realize this in their taxation of railways. In Michigan, 
for example, railways are divided into three classes according 
to their net earnings per mile of line, and a different rate is 
imposed upon each class. This is an application of the pro- 
gressive system of taxation, and is supported by all the con^ 
siderations urged in favour of that principle. There arc, 
moreover, special reasons why many corporations should be 
taxed progressively. In case of (juasi-pnhlic industries the 
State should share with the companies in the constantly in- 
creasing value of the franchise which it grants. In many 
corporations, also, the increment of traffic accrues as the 
result of social growth, and cannot be taken away by the 
competition of new industries, while the rate of profit on 
this increased traffic tends to increase because operating ex- 
penses do not expand in like proportion. It thus appears 
that in the case of a purely industrial monopoly there does 
accrue an “unearned increment” which varies in amount as 
as between corporations with their age, their location, and 
their past fiscal history ; and it is certainly just that the rate 
of taxation should vary with the more or less advantageous 
situation of the corjiorations in question. So far as the basal 
rate is concerned, as well as the rapidity with which the rate 
shall increase with increased earnings, no rule can be laid 
down except in the presence of known fiscal and industrial 
conditions. The scliedule of rates should not be so high as 
to secure from corporations more than the government needs 
for just expenditure, nor should the progression of the rate 
proceed so rapidly as to discourage industrial betterments. 
These, however, are considerations which find their true 
measure in a policy of public expenditures on the one hand 
and in the policy of industrial organization on the other. Our 
conclusion is that special taxes of all sorts, whether they apply 
to differential profits, royalties, , or loans, are legitimately sub- 
jected to the principle of progressive taxation. 
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7L Administrative Questions Respecting Customs and 
Excise Duties. — Customs and excise duties pertain to indus- 
tries that are open to competitive regulation, and all rules 
of administration that apply to them should be framed in 
full recognition of the commercial laws by which these in- 
dustries are controlled. In considering these taxes it is neces- 
sary to hold fast to the assumption relied upon for exempting 
mortgages and credits from taxation, namely, tliat commercial 
laws do work. All industries properly charged with customs 
or excise duties are such as carry the payment of the tax 
to the consumer, and which permit such a shifting of com- 
mercial conditions that the “ burden ” of the tax tends to 
ctpialize itself- This equalization will show itself easily as 
between competing industries. Ikit, granting sufficient time, 
the same commercial forces will produce similar results be- 
tween non-competing industries, 'fhis means that the 
amount of capital, the rate of profit, the rate of wages, in- 
deed all the elements of production and all the conditions 
of consumption, do tend to proportionalize themselves in the 
same ratio as would be the case were there no tax. 

(a) Clioia? of Articles for Import Dufies . — Tlie liberty which 
confidence in commercial forces grants the financier is no- 
where more welcome than in connection with excise and 
customs duties, for it enables him to substitute a simple for 
a complex revenue system. This he may do by a judicious 
selection of industries to be taxed, anti by tilacing the pro- 
ducts of all other industries on the list of free commodities. 

Without bringing the (jucstion of free trade or protection 
into the controversy, the revenue reform of England, which 
took place between 1842 and 1S62, is believed to indicate 
the true principle which should control the administration 
of customs duties. The number of articles charged with 
duty at various periods in the interval is truly instruc- 
tive. 


In 1841 there were 
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The gross produce of the customs’ duty was : 

In 1841 $21,898,845 

1851 22,373,662 

1861 23,516,821 

1862 24,036,000 

So far as England is concerned it cannot be doubted that 
the marvellous expansion of foreign trade which marks the 
last half century was rendered possible by the simplification 
of her customs laws. It is also apparent that revenue did 
not fall with the reduction in the number of articles taxed, 
for the stimulus given to commerce, coupled with a judicious 
selection of the commodities upon which the duties were im- 
posed, enabled the government to obtain a larger quantity 
of revenue at less cost from 44 articles in 1862 than 
from 1163 articles in 1841. There seems to be a popular 
impression that the revenue reform accomplished by Eng- 
land is in some way bound up wdtb the thet)ry of free trade. 
It is true historically that the reform wais brought about as 
the result of an agitation in favour of an untrammelled com- 
merce, but the reform itself rests upon the princijde of sim- 
plicity in revenue law\s and w'as carried out by the judicious 
selection of tlie objects to be taxed. One cannot say, in the 
absence of experiment, that a protective system of customs 
duties could rival in simplicity the English system of free- 
trade duties ; but it is evident, were the problem approached 
in the proper spirit, that the number of articles taxed could 
be inaterially reduced, notw-ithstanding the fact that revenue 
laws were expected to foster the development of domestic 
industry as wadi as secure a revenue to the State. The lesson 
to be learned from the experience of England is that, from 
tlie fiscal point of view% a simple system based upon a few' 
judiciously chosen commodities wall give better results than 
a system whicli presents the appearance of being compre- 
hensive because it embraces nearly every commodity known 
to manufacture or trade. 

An appreciation of simplicity in revenue laws naturally 
suggests the query, What commodities should be selected for 
a system of customs or of excise duties ? The principles for 
making such a selection are wtII established. So far as cus- 
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toms duties are concerned it is first necessary to ascertain 
what effect upon domestic industry it is desired tlie revenue 
systeiri should exert. It cannot be neutral, for it constitutes 
one of the established conditions of manufacture and trade. 
Is it desired that the theory of “ jirotectioii ” or the theory 
of “ free trade (these phrases are used to sugo-est a class 
of ideas) shall give character to customs laws ? If the 
former, the commodities taxed on imjiortation must be such 
as the importing country can itself produce. 1)Ut wliich under 
an unrestricted commerce it would not produce, or would not 
produce in adeciuate amount to meet the established demand. 
For example, applying this generalization to the United 
States, tin, woollens, sugar, pottery, and silks are such com- 
modities. If that set of ideas carried by the plirase free 
trade ’’ controls tlie purpose of the legislature, commodities 
selected for import duties must lie such as cannot be pro- 
duced, at least with any reasonable certainty, within the im- 
porting country ; such, for example, as coffees, teas, spices, 
certain kinds of woods, wools * (if one have regard to the 
great variety needed for a highly diversified industry), and 
others of like nature. Upon this point there is no question. 

All ])ublicists would agree to this statement of the question. 
Tlie more difficult \rdrt of the problem arises when it liccoincs 
necessary to make selection within the groups placed at the 
disposal of tlie financier by the industrial policy which con- 
trols political sentiment. AUiiough a difficult problem the 
princi])les that underlie it have been [u'etty well estab- 
lished by the practice of nations. It makes no difference 
what system of excise or of customs duties one studies, or 
ill what period of history the study is undertaken, the con- 
trolling consideration has always been the necessity of obtain- 
ing funds. It is imperative, therefore, that those commodities 
be selected which will bear the tax imposed, and which, not- 
withstanding the increased price, will continue to be con- 
sumed in sufficient quantities to produce the needed revenue. 
This being the case, it is clear tliat those commodities which 

* This is contrary to the current tariff-reform programme in the 
United States, but in this particular the current tariff-reform is illogi- 
cal. Wools not grown in this country should be taxed provided the 
government needs the revenue, and the manufacture given a compensa* 
tory though not a protective duty on imported woollens. 
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satisfy the ordinary and personal demands of life for the 
great mass of people must be selected for taxation, for these 
are the only ones that can be productive of sufficient revenue, 
and, should the financier desire to establish a permanent sys- 
tem of import duties he must select those commodities of 
ordinary consumption that come from countries industrially 
dissimilar to his own. Peoples living in temperate climates, 
for example, must secure their revenue from duties imposed 
on goods purchased in southern climates, for it is evident 
that a tax on the goods of peoples of similar industrial con- 
ditions will sooner or later lead to the production of sucli 
goods at home. This would destroy trade and consequently de- 
feat revenue. A similar remark may be made respecting trade 
between Oriental and Western civilization. Each peoj)Ie, as 
the result of centuries of industrial life peculiar to its own 
tastes and habits of consumption, has developed facilities, skill, 
and aptitude peculiarly its own, and a trade more or less 
permanent will spring up naturally between them. Each 
nation, therefore, can select for taxation those commodities 
which must be obtained from the other nation. vSuch com- 
modities may be made the basis of a permanent system of 
import duties. 

Most revenue systems that make use of import duties 
do not, however, lay very great stress on permanency of 
legislation. In this they arc at fault, but such unfortunately 
is the case; and perhaps the most serious problem which the 
financier encounters pertains to the selection of goods for 
bearing import duties, in the case of international trade be- 
tween peoples whose industrial conditions are more or less 
similar, so far as the gifts of nature, the character of de- 
mand, and the development of industrial skill are concerned ; 
and nothing but a scientific analysis of the relative industrial 
conditions of nations, and a strict application of the economic 
doctrine of “ comparative cost,’" * can save a system of im- 
port duties from confusion and constant readjustment which 
has the temerity to repose itself upon competitive inter- 
national trade. 

Without undertaking an explanation of this doctrine, a 

word may be said to suggest its bearing upon the selection 

« 

* For discussion of this doctrine, sec J. E. (.'aim’s Som^ Lfading 
Principles of Political Econo}n)\ l^art III., Chapter 1. 
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of commodities for import duties. Stripped of technicali- 
ties, it means that each nation has facilities for producing 
certain commodities that are superior to its facilities for pro- 
ducing other commodities; and that, so far as any particular 
nation is concerned, the normal expansion of international 
trade must result in the exportation of those things for the 
production of which relatively greater facilities arc enjoyed, 
and the importation of those things which can only be pro- 
duced at the expenditure of relatively greater cost. The 
commercial comparison which determines what goods shall 
be exported and wdiat goods imported is a comparison be- 
tween two ways of expending a given amount of capital and 
labour. It has nothing to do with the relative cost of pro- 
duction in the home and the foreign country, but with the 
comparative cost of producing different goods in the home 
country. The home country may be superior to a foreign 
country in the production of every conceivable commodity, 
and still it may be advantageous to trade with the foreign 
country. This is true because the people in question have 
not developed equal skill in the production of all things, and, 
so far as they are concerned, can reap an advantage in export- 
ing the surplus of those things which they produce with the 
greatest facility, receiving in return tliose things which by 
comparison they can only produce at a greater comparative 
cost. 

In case a nation has adopted the theory of protection, 
while at the same time admitting the desirability of an ex- 
tended international trade, this doctrine of comparative cost 
may be relied upon to indicate the industries that should be 
selected for bearing protective duties. It is evident that no 
amount of protection can within a reasonable time bring an 
industry wduch stands high on the scale of conijxirative cost 
to the condition of an independent and self-supporting indus- 
try. The true policy, therefore, is to permit the products 
of such industries to be imported with little or no duty, and 
to employ these imports as an encouragement for the exporta- 
tion of those goods that stand low in tlie scale of comparative 
cost. Commodities to which the principle of protection 
may be rationally applied are those which in the matter of 
cost stand just below the self-sustaining industries. It thus 
becomes evident that the doctrine of comparative cost does 
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not, as many seem to assume, hold peculiar relations to the 
theory of free trade; the truth is that nothing but its strict 
application can rescue a system of protective duties from 
becoming an unintelligible mass of unrelated rates. Our 
conclusion, therefore, is that the selection of commodities for 
taxation must be made in harmony with the commercial 
principles that underlie international trade, and that these 
principles are very much the same, though they may lead 
in their application to divergent results, whether a people has 
adopted the policy of free trade or of protection. 

One further thought suggests itself in connection with 
the selection of commodities for the purpose of customs and 
excise duties. No tax, however levied, is free from industrial 
results, and should the financier desire to confine these results 
within the narrowest possible sphere, he must frequently avail 
himself of compensatory duties, that is to say, of duties im- 
posed upon certain commodities because of a tax levied upon 
other commodities. Compensatory duties come to be of 
extreme importance when a government includes within the 
same revenue system a tax on goods imported from without 
a country and a tax on goods manufactured within a country. 
For example, the internal revemie system of the United States 
secures large payments from an excise imposed upon the manu- 
facture of tobacco and the distillatio!) of spirits. A corespond- 
ing duty must of course be imposed upon tlie importation 
of tobaccoes and spirits, since otherwise the effect of the 
excise duty would be to compel consumers to purchase the 
imported articles. The principle of compensatory duties 
shows itself, also, when a protective policy designs the en- 
couragement of an industry at various stages in the process 
of production. In this country, for example, it is the pur- 
pose of the government to encourage the growth of wool 
and the niamifaclure of woollens at the same time. Now it 
is evident that a duty imposed upon the importation of wools 
will, in so far as it lends to raise their price, act as a discourage- 
ment to the development of woollens; it is necessary, there- 
fore, to add to the duty upon woollen goods a rate which 
shall compensate for the rate already imposed upon the raw 
material. In the American system of customs duties this 
principle is fully recognised. Jn the case of woollens, just 
cited, the duty imposed upon the value of the goods is as- 
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sumed to be protective to the manufacturer; while the duty 
of so much per yard is recognised as compensatory for the 
duty imposed upon wool, and is adjusted so as to cover the 
rate paid by an amount of wool necessary for the production of 
a given amount of cloth. Whether, therefore, one considers 
the equalization of industrial conditions as between the pro- 
ducers of the same commodities under different conditions, 
or the restoration to an industry of a protection granted to it, 
but which is rendered ineffective by a tax upon one of its 
constituents of cost, the principle of compensation must be 
brought into play. It is, indeed, a principle to which any 
system of internal taxation must make frequent ap|)cal. 

{h) Choice of Articles for Excise Duties . — Our discussion 
has thus far l)eld in mind primarily import duties ; what, it 
may be asked, determines tlie choice of industries to he taxed 
in a system of excise duties ? Tliis subject has never been the 
occasion of much practical difficulty in the United wStates be- 
cause it has been regarded primarily, if not exclusively, as a 
question of revenue. An excise duty cannot be a protective 
duty ; and while sentiment respecting certain commodities con- 
ceived to be prejudicial to public morals may perhaps have 
influenced legislators in framing an excise system, it has 
never, like the highly individualized sentiment of protection, 
been strong enough to subordinate to itself fiscal considera- 
tions. Revenue being tiie object of internal duties, and the 
taxes themselves being paid by the consumer, the rules which 
guide the financier in the choice of objects to be taxed arc 
simple and clear. He must select those goods that are of 
general or universal consumption ; and inasmuch as these 
taxes are indirect, and therefore tend to the equalization of 
commercial conditions, provided the legislature is willing to 
leave them alone long enough to work their normal results, 
the choice of objects comes to be very largely a matter of 
administration. 

While this statement may be accepted as a general truth, 
it must in practice be modified by three considerations which 
present themselves in the nature of exceptions to the general 
rule of scientific indifference respecting the choice of com- 
modities selected for taxation. 

In the first place, a systom of internal duties may include 
instruments of commerce as well as products of industry; 
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and the industrial results of taxing instruments of exchanges, 
or papers incident to business organization, are not quite the 
same as those which follow the taxation of industries on the 
basis of their output. The stamp duty on bank checks, for 
example, will tend to decrease the use of checks in small pay- 
ments and to increase in a corresponding degree the use of 
cash payments. This may or may not be advantageous ac- 
cording to the industrial conditions in which a country finds 
itself; but, speaking generally, it would seem to be unfor- 
tunate that a people accustomed to payment by bank checks 
should be discouraged to continue this most economical of 
all methods of effecting exchanges. A tax on bank checks 
might go so far as to become a serious element in a money 
stringency. Stamp duties imposed on deeds or upon stocks 
and bonds would not be open to such serious objection, 
but these also violate the principle that any impediment to 
the development of industrial association or to the exchange 
of property will tend to render readjustment in the indus- 
trial organization unnecessarily sluggish. Our conclusion, 
therefore, is that, in the selection of objects to be taxed in 
a system of internal duties, it is better to choose the indus- 
trial product than the instrument of exchange or of industrial 
association. 

A second modification of the above generalization arises 
from the fact that goods vary in the intensity with which 
they are regarded by consumers, and that, for this reason, 
the tendency toward commercial readjustment varies accord- 
ing to the goods upon wliich the tax is levied. To be. ex- 
plicit, the shifting of commercial conditions due to a tax on 
goods that can be spared without much inconvenience meets 
with less obstruction than the shifting due to a tax imposed 
upon the necessaries of life; the reason being that the former 
takes place through a readjustment of the relative consump- 
tion of different classes of goods, wdiile the latter must work 
its way out through a readjustment in tlic scale of wages. 
Now the former is a much more easy process than the latter; 
and inasmuch as it is the desire of the financier to facilitate 
those readjustments incident to the levy of any tax, it follows 
that he will, other things being equal, select those commodi- 
ties for taxation which lie aboye the necessaries of the la- 
bourer’s life in the scale of current living. 
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The third modifying consideration has nothing to do with 
industrial analysis. Inasmuch as the science of finance ex- 
presses indifference respecting the choice of goods to be 
taxed in an excise system, opportunity is given for minor 
interests to exercise a controlling influence. This is un- 
doubtedly the reason why in reducing internal taxes from the 
enormous figure wliich they reached in the United States 
in 1865 the taxes on practically all articles except tobacco, 
spirits, and malt liquors have been repealed. Some revenue 
from this source being needed, the moral sentiment of the 
community against the goods in question, or at least tlie 
common opinion that they are not necessary for rational 
living, caused their taxation to be maintained, while taxes 
on other goods were remitted. 

There is one question respecting both customs and excise 
duties that cannot longer be set one side: Are these duties 
just ? Can they be levied with equity ? Is it possible to 
arrange them so as to call for payment from citizens in pro- 
portion to their respective abilities ? It is common to answer 
these questions in the negative, and to rely for the defence 
of these duties upon the imperative fiscal needs of the State. 

Before venturing an opinion upon this point it may be 
well to explain what is meant by the injustice of indirect 
taxation.’’ Assuming payment in proportion to ability to be 
the just basis of assessment, and assuming income to be the 
true measure of ability (whether the rate for payment be 
progressive or proportional is not important to this discus- 
sion), it is certainly true that any scheme of internal duties 
yet devised calls for a larger proportional payment from a 
man of small or average income than from a man of large 
income. The reason for this is that a system of indirect 
taxes cannot be productive except it adapt itself to goods 
of general consumption, and of this class of goods the wealthy 
man will not consume very much more than the man of or- 
dinary income. Should the financier endeavour to correct 
this inequality by imposing a relatively higher rate on luxu- 
ries, so as to secure a larger payment from the wealthy than 
from the well-to-do, he will find that any rate adequate to 
set aside the criticism will tend to check revenue from this 
source. The explanation o*f this has already been given in 
the foregoing discussion upon rates. 
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While the above statements are true, we are not sure 
that they rest upon a complete analysis of the situation. 
The student must again remind himself that commercial laws 
do work in the case of industries to which indirect taxation 
pertains, and this means that, in the long run, when measured 
by their rcspoctive standards of living, the same relative posi- 
tion of classes would exist with the taxes as without them. 
If this be true one cannot rightly say, because a man of 
five hundred dollars income pays a higher per cent of that 
income in indirect taxes than the man of ten thousand dollars 
income, that he on that account is unjustly treated ; for the 
tax on the goods which he consumes is one of the conditions 
under which wages and profits are determined. The in- 
equality of which complaint is justly made, wlien one con- 
siders tlie relative condition of industrial classes, does not 
lie in the taxing system, but in the industrial order to which 
that system is applied. To present this thought in another 
way, the tax paid on consumable goods is, to employ a mathe- 
matical phrase, a constant, and the struggle between em- 
ployer and enqjloye for the division of their joint product 
can go on just as well, and attain the same relative results, 
with the tax as without it. The lessons which the financier 
should learn from the criticism that indirect taxes do not ad- 
just themselves to the ability of citizens to pay are: first, 
that it is his duty to set his face against capricious and fre- 
quent changes in the law of indirect taxation ; and second, 
that his scheme should develop along the line of least re- 
sistance, judged by the shifting of commercial conditions. 
The controlling consideration, so far as botli customs and 
excise duties are concerned, is found in those industrial laws 
according to which commercial conditions adjust themselves 
to an established taxing system. There is no reason, so far 
as justice is concerned, for abandoning indirect taxes. 

72. Administrative Questions respecting the Income 
Tax.— It is only within the last century,"' says a recent 
writer, “ that a general income tax, imposed alike on profits 
derived from property, from trade and commerce, and from 
personal exertions, has become a normal method of levying 
taxation,” * One of the marked tendencies of tax reforms — 


^ Palgrave’s Dictionary of Economic.s, Article Income 7ax, 
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such is the conclusion of another writer after passing in review 
the fiscal legislation of the last quarter of a century — is the 
ever greater reliance placed by statesmen upon the taxation 
of incomes.* According to the analysis submitted by this 
treatise, however, a general income tax can never be a just 
tax, while retaining the simplicity of an income tax, because 
the object upon which it is based does not possess industrial 
homogeneity; and the conclusion at wliich tlic analysis ar- 
rived was that, with the exception of professional incomes, 
salaries, and undertakers’ profits not covered by the corpora- 
tion tax, other forms of taxation should be substituted for the 
income tax. Shall we follow the o])serve(l ‘‘ trend ” in tax re- 
forms, or shall we hold to our analysis ? The discussion of this 
question has been reserved for the present chapter, which 
deals witli the administrative features of taxation, because its 
answer depends very largely upon administrative considera- 
tions. 

The oldest of modern income taxes, and perhai)s on the 
whole the most successful, is the income tax of the United 
Kingdom. It is the purpose of this tax to charge a duty upon 
all incomes sulqect to the jurisdiction of the government, ir- 
respective of tlie residence of those to whom they accrue or 
of the source from which they accrue. The rate is general 
upon all incomes and, with one exception, uniform. The du- 
ties imposed by the English income tax are ranged under five 
schedules, as follows: “Schedule A imposes a duty on the 
owners of lands and houses in the United Kingdom. 
Schedule B on tlie occupiers of lands in tlie United Kingdom. 
Schedule C on annuities, dividends, and interest payable in 
the United Kingdom on government securities, British, co- 
limial, or foreign. Schedule D on annual profits arising to 
persons residing in the United Kingdom from any kind of 
property wheresoever situate, or from any profession, trade, 
employment, or vocation wheresoever carried on ; on annual 
profits arising to persons not resident in the United Kingdom 
from property wheresoever situate, or from any profession, 
trade, employment, or vocation exercised in the United King- 
dom; and on interest of money, annuities, and other annual 

* Seligman, Essays in Taxation, Chapter on Recent Reforms in 2'ax* 
at ion. 
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profits and gains. Schedule E on income derived from pub- 
lic offices or employments of profit, and on annuities, pensions, 
or stipends payable by Her Majesty or out of the public 
revenue of the United Kingdom/' * 

The object of this classification of incomes is purely adminis- 
trative, its purpose being to enable the government to arrive 
at some easy means of assessment. The practical difficulty 
inherent in an income tax is that the government cannot get 
at the income, and to overcome this difficulty the English 
income tax makes use of two administrative principles. In 
the first place, it seeks out those incomes which rest upon con- 
tract or permanent industrial relations and accepts the con- 
tractual income as the basis of assessment; in the second 
place, it seeks out the source of income whenever that is 
possible, and assesses the tax to the industry, the corporation, 
or the agency from which the income springs or through 
whom it is paid. Two or three specifications will make this 
clear. 

Under wSchedule A, which is designed to assess the income 
of the landlord, the basis of the assessment is the rack-rental 
of the property. 1 his in the long-run under a system of 
free tenure will be what the tenant pays for the occuj)ancy 
of the land. It is an assessment upon a contractual relation 
that may be easily discovered. Such an assessment works 
fairly well for the same reason that a tax assessed to the value 
of landed property works well. Both landed property and the 
income that accrues from ownership of landed xmoperty are 
simple economic (piantities and l)Oth are easily determined. 
There is practically no difference between a tax on the land- 
lord's rent and a tax on the value of land. In the case of 
occupiers, also, the rental value of land is made the basis, if 
not the measure, of assessment For these two classes of in- 
comes, therefore, the question of assessment is settled, and the 
declarations of taxpayers are confined to the presentation of 
reasons why any particular assessment may be too high. It 
must be admitted that in so far as incomes arc represented 
in contracts an income tax works very differently from the 
manner in which it works when the assessor must rely at the 
outset upon the declarations of taxpayers. 

* Quoted from article in Palgravc’s Dictionary of Political Economy. 
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For illustrating the other administrative principle reference 
cannot be made to special schedules, and it is perhaps on this 
account that it is so difficult to present an administrative 
analysis of the English income tax. We are, however, fa- 
miliar witli the principle of stopping income at its source, for 
this is the administrative principle upon which the cori)ora- 
tion tax rests. The income of a stockholder exists first as a 
declared dividend, and the government finds it easier to ask 
payment from the corporation by wliicli tlie dividend is de- 
clared than to follow tlie dividend to the individual who re- 
ceives it. Tut tlie luiglish income tax carries this principle 
yet farther. It taxes the earnings of colonial investments to 
the agency that pays them; it taxes the interest on govern- 
ment bonds in the form of a deduction to the annuity ; it 
taxes the salaries of public officials by not paying them as 
much as it promised ; in short, wherever a payment from one 
party becomes a receipt to another the government steps in 
and reduces the payment hy the amount which it demands 
as a tax. The result is the citizen is never sure of getting 
into his pocket all that he or his property earns. The succes- 
sive sources of income are tapped, and supervision is made 
much easier.'' * 

Admitting for the moment that this extreme np}>lication 
of the principle of taxing iiieonies at tlieir source is capalde 
of defence, one is led to inquire if the two jirinciplcs of assess- 
ment referred to cover lietween them all the incomes it is the 
design of the law to tax. This question must certainly be 
answered in the negative. Professional receipts, for example, 
and all such allied incomes, neither rest upon contract nor 
do they spring from any one source that can be “ ta])pc(l " 
by the government. So far as tlie English income tax has 
succeeded in organizing itself these incomes must be assessed, 
if at all, on the declaration of the taxpayer. Our conclusion, 
then, is that from tlie administrative point of view the English 
organization is incomplete, and the fruitful generalization 
which we derive from this rapid survey is that tliere are three 
I)rinciples of assessment instead of two, as commonly stated, 
upon wdiicli the successful administration of an income tax 
must rely. It is l)elieved to be a sound administrative criti- 


* Bastable, Public Finance^ p. 449. 
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cism that the Income Tax Acts of Great Britain do not sepa- 
rate incomes that may be taxed at their source from incomes 
to which the principle of self-assessment in one form or an- 
other must pertain. That portion of the problem which re- 
mains unsolved would at least in this manner have been ren- 
dered somewhat clearer. 

Can personal incomes be assessed, or must the student 
aecept the degrees of success attained in England as all that 
can be hoped for, and content himself with a system of taxa- 
tion that secures payments from landlords’ rents and from 
incomes that may be tapped ” at their source ? This is a 
pertinent question ({uite independently of its bearing upon 
what is technically called income taxation. As a matter of 
fact the English income tax has not advanced the adminis- 
trative theory of taxation in so marked a degree as many seem 
to think. The general property tax so far as it pertains to 
real estate is the same thing under another form as Schedule 
A of the English income tax. The principle of tapping 
revenue at its source is the principle upon which the cor])ora' 
tion tax rests for its administrative defence. A country, there- 
fore, that retains the general property tax so far as land values 
are concerned, and substitutes the corporation tax for the 
taxation of personal pro{)erty, attains the same general results 
as are attained l)y apj)lying these two administrative prin- 
ciples of assessment under a system of taxation that is called 
an income tax. Neither tlie one system nor the other ob- 
viates the criticism that personal incomes escape taxation. 
It is at this point that advance in the science of taxation must 
be made. 

How may personal incomes be assessed ? Holding in 
mind the application of the principle of taxing incomes at 
their source made by the corporation tax, rather than the 
English income tax, it is evident that its success is due to 
the fact of industrial organization. It is because the corpora- 
tion exists as an industrial personality that the government 
can appeal to it for a share of its earnings instead of to the 
stockholder for a share of his income. Were industries not 
organized in such a manner as to necessitate a tangible record 
neither tlie corporation tax nor the corresponding duties of 
English income tax could hope for success. Tliis lesson is 
the same as that already learned in connection with tlie taxa- 
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tion of personal property in mediaeval towns. That property 
was organized for industrial use in such a manner that the 
agent of the government could get at it through the organi- 
zation ; and the claim which we now submit is that the 
same administrative principle may he employed in the 
case of personal incomes. The rule of self-assess- 
ment which relies on the individual to declare his income 
is no assessment — at least no just assessment — and the only 
hope of arriving at personal incomes is to so organize those 
who receive them that they will present tlicmselvcs for taxa- 
tion as a class and not as individuals. 

We are not dependent upon theory alone for the presenta- 
tion of tliis idea. In the Prussian business tax the student 
may see the princi|)le of self-assessment through organizations 
of taxpayers applied in sucli a manner as to be fairly success- 
ful. Tile characteristic feature of that portion of the Prussian 
system of taxation to which reference is made consists in a 
double classilication of industries: first, according to the na- 
ture of the industry, and second, according to the probable 
income of groups within the industry. Keepers of liotels 
for exam])le, are constituted a class hy tlienisclves, 
and thus separated for purjiose of taxation from druggists 
or hardware nierchauts. The justillcatioii of this separa- 
tion is that holel-kee|:)ers are in receiju of an income 
that ])0ssesses an industrial iiecnliarity of its own. It is the 
resultant of capital, work, and sagacity that docs not pertain 
in like proportions to any other business. Put tlie respective 
incomes of hotel-keepers differ greatly one ir'.Mii another, and 
in order to assign to each the duty to |\iv taxes in ])ro- 
portion to his ability a further rough classitication is made 
on ihc basis of prohalilc estimated income. Thus llie 
rental value of the premises occupied, tlie size of the town 
to which the classification applies, or any other significant 
criterion may be made the basis of this classification.^^ Or, 
what would probably be better, this classitication might be 
made under the guidance of statistical investigation into the 
character, nature, and situation of industries. Assuming the 
classification to have been made, the final step in working out 

* For a study of the appliration of this principle of classification to 
the problem of taxation, the student is referred to the pate?tt" tax in 
France, Cf. Say, Dictionnairc des Finance^ article, Patentes. 
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the principle of self-assessment is for the government to say 
how much it requires from each class, and to authorize the 
appointment of a board of assessors by each class from among 
its own members, whose duty it shall be to apportion the 
amount required to individuals. The rule adopted in Prussia 
for making this assignment is that the law should determine 
an average payment, which, multiplied by the number ot indi- 
viduals in a class, determines the aggregate of the class tax. 
In the case of hotel-keepers, for example, the law might say 
that an average payment of twenty-five dollars would be ex- 
pected from all the hotel-keepers in a given city; assuming 
one hundred hotel-keepers, this would result in a tax u])on 
this 'business of twenty-five hundred dollars. So far as 
the aptvortionment of the tax is concerned the law does 
not undertake to limit the maximum payment that may be 
imposed by the assessors on an individual ; it does, however, 
prescribe a minimum below which the assessment cannot fall, 
and this tends to obviate disproportionately high assessments.* 

Two reasons may be urged for the confidence that the prin- 
ciple of self-assessment adminisitered through the organized 
agency of the interests concerned will work to the advantage 
of the taxing system : 

First. The task imposed upon public officials under this 
method of procedure is one that any fairly decent govern- 
ment can perform with ease and satisfaction. The classifi- 
cation of industries and professions has been considered by 
every statistician who deals with industrial relations. To be 
explicit, legislators might accept the classifications of the 
Tenth Census of the United States without incurring the risk 
of serious mistakes. Moreover, it must be remembered that 
this form of self-assessment is to be confined to such in- 
comes as arc not touched by the general land or real- 
estate tax or by the corporation tax, a fact that narrows 
very materially the scope of the problem in hand. The de- 
termination of the average payment presents no insuper- 
able difficulties. Asa scientific problem this is one that could 
easily be solved by the application of statistical methods. All 
that is needed for the assignment of the average rate to the 

* Fora careful presentation of the Prussian business tax, the student 
is referred to an article by Dr. Joseph A. Hill, Quarterly Journal of 
Economics, Vol. VIII. 
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several classes is to know the relative average income that 
accrues to the several professions or industries. It is the 
function of statistics, which takes men in mass, to portray 
the average man, and it is the idea of this form of self-assess- 
ment that the public official should proceed no farther than 
to assess the class on the basis of an average income. 

Second. The task of assigning to individuals the amount 
which each must pay — a task in which government officials 
always l)avc failed and always will fail — is given over by the 
plan luuier consideration to the persons to be assessed. Not 
only is the assessment placed in the hands of those who are 
the best acquainted with the intricacies of tlie Inisiness or 
profession under consideration, but the assessors themselves 
are cl^osen from the memV)ers of the class to b(? assessed. 
Under such conditions the authoritative assignment would un- 
doubtedly be intrusted to the best men in the class, and by 
this means the higher rather than the lower moral sense of 
the taxpayer would be brought to the service of the taxing 
system. The immoralities of the immoral would l)e held iu 
check by the self-interest of the shrewd. 

This argument may l.)c expressed in a sentence : False 
returns of individuals respecting their personal incomes, as- 
suming it to be the choice of government to arrive at tlie 
average payments by the statistical method, will not vitiate 
the result, because in the mass of returns tliis source of error 
may ])e assumed to exist in like proportion for all the classes; 
in the assessment of tlic real tax to individuals within each 
class, on the other hand, there is no likelihood that false state- 
ments will be accepted, inasmuch as the evasion by one mem- 
ber of a class of his just payment imposes an unjustly Ihgh 
payment on the otlier members of the same class. 

With regard to the administrative principles of assessment 
upon which a comprehensive income tax must roly, our con- 
clusion is that there are three such principles : First, in the 
case of contractual incomes the contract may be accepted as 
the basis of assessment; second, in the case of incomes cxist- 
hig in a fund before distributed to individuals tlie government 
UKiy address itself to the fund ; third, in the case of personal 
incomes the taxing svsteni must rely on tlie principle of self- 
assessment by organizations of laxpaycrs. 

The foregoing analysis has made it evident that the Eng- 
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lish income tax is not a simple tax, but that, as Mr. Gladstone 
once remarked, it is rather a system of taxation.’' This 
being the case, it may fairly be brought in comparison with 
the system approved by this treatise, which makes use of the 
land tax, the corporation lax, and tlie taxation of persona! 
incomes. It is to this comparison that we now turn our at- 
tention. The choice of a revenue system must be finally con- 
trolled by its adaptation to the legal structure and industrial 
organization of the people who arc to pay taxes under it, but 
in emphasizing administrative considerations one should nut 
lose sight of those fundamental principles of equity upon 
which a permanent revenue system must be based. Both 
classes of considerations, the theoretical as well as the prac- 
tical, will be admitted in the following coinj^arison, which will 
take the form of certain iiropositions designed to sliow why 
the adjustment of inq)orts for which this treatise contends is 
preferable, for the United States at least, to a revenue system 
drawn alter the luiglish model: 

First. Tlie proposed programme confines the principle of 
taxing incomes at their source to its legitimate and reasonable 
use. The im})ortance of this administralive principle camiot 
be overestimated, but it may be (jiicstioncd if tlic use made 
of it by the English income tax is quite honest in its purpose 
or fair in its results. Is it quite Iionest. for cx;un|)le, for a 
government t*) keei) back part of wliat it has promised to pay 
a pensioner, an annuitant, or the holder of ])id.)lic o])]igalions ? 
Is it reasonable to tax public salaries wlien tlie result of such 
a tax is to increase the cxq)eiisc of admiiiistralion without in- 
creasing by one penny the clear income to the government 
Can a man who knows bow contracts arc drawn between 
debtors and creditors be convinced that equity is the rcsiili 
of attempting to tax a money-lender through tlie agency of 
tlie l)orrowcr ? Can it be denied that the application of die 
principle of “ tapping ” incomes at their source to Incomes 
which, unfortunately for their recipients, are recorded, while 
permitting other incomes to pay on the basis of self-assess- 
ment by the individual, is to perpetuate one of the worst fea- 
tures of the general property tax, namely, inequality of 

* In the United States at least this plan of jijetting at mortgages has 
always failed, and under existing interstate credit relations one cannot 
hope from it for any degree of success. 
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assessments as between individuals ? The position assumed 
by this treatise is that the rule of taxing incomes at their 
source should be reserved for the administration of the cor- 
poration tax, that is to say, for the taxation of those industries 
in which the State stands on the same footing with the share- 
holder both as regards control and profit. This gives to the 
rule a social dignity that it could not otherwise attain, and a 
significance that limits and directs its application. Under the 
influence of that line of reasoning which seeks to lit the cor- 
poration tax to the solution of the corporation problem the 
evil results which attend the opportunistic application of this 
principle may be easily avoided. 

Second. The proposed programme avoids the necessity of 
defining incomes for the purpose of assessment, except in the 
case of corporations, where no serious difficulty presents itself. 
Two or three specifications will make clear the difiiculty thus 
evaded. The English income tax allows the landlord a de- 
duction for repairs, renewals, and insurance, thus introducing 
even here the complication of self-assessment. The United 
States income tax of 1862 as interpreted, and of 1894 as 
drawn, allowed a deduction equal to the rent paid by the 
occupier of a rented house in order to place liim on an equal 
footing with one who owns the house he occupies. In some 
cases the attempt to tax the net income rather than the gross 
income has led to the deduction of interest payments, bank 
accounts, and all sorts of debit claims, a process very difficult 
for an honest man to carry out, to say nothing of the use 
made of it by one who is dishonest. Some laws go so far as 
to include speculative profits in taxable income. These cases 
are given as illustrative of the questions which arise in at- 
tempting to define income — questions which disappear when 
one combines in a single scheme a land tax on tlie value ot 
the land, a corporation tax on the basis of net earnings, and 
a tax on personal incomes. 

Third. Tlie proposed programme obviates the fundamental 
criticism which has been urged against income taxation, 
namely, that income is not industrially homogeneous, and can- 
not therefore be accepted as the basis of uniform assessment. 
Legislators have in some instances endeavoured to set aside 
this criticism by classifying incomes according to their source 
and probable duration. Thus the Italian tax on movable 
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property, whicli lor purpose of this illustration may be treated 
as an income tax, classifies incomes and assesses each class on 
a different basis. Permanent revenue is assessed at its full 
value; revenue, in the attainment of which capital and labour 
cooperate, is assessed at six-eighths of its amount; revenue 
arising from labour at five-eighths of the amount ; and the in- 
come of public officials at four-eighths of its amount,* This 
classification, or something like it, must approve itself to the 
theorist, for it recognises the difficulty inherent in accepting 
income as the basis of a general assessment; but it is in- 
adequate, and any adequate classification would probably 
result in a very c()m])licated system. 

The fact that the classification of incomes adopted 
in England is purely administrative does not mean 
that the criticism under consideration lias never been 
raised by English statesmen. On the contrary, tlie 
injustice of assessing incomes of different sorts at the same 
amount, and the inexpediency of taxing capital under the 
guise of income, as is done by the English system, has been 
the subject of much discussion. In 1852 a parliamentary 
committee appointed to consider this subject adjourned vvdth- 
out a recommendation. In i86i another committee acknowl- 
edged the criticism, but confessed “ that no plan had been 
pro|)Osed to them which affords a practicable and cquitalile 
readjustment of the income tax, and that the objections urged 
against it were objections to its nature and essence rather than 
to the peculiar shape which had been given to it.” -j* An at- 
tempt l)y Disraeli | Lord Beaconsficld j to introduce a differen- 
tial tax was not successful Perhaps Mr. Gladstone expressed 
the controlling sentiment of the country when he said: ” Mr. 
Pitt and Sir Robert Peel have l)oth considered tliis question 
[that is to say, the theory of differentials applied to the income 
tax] and have both left the tax as a nniform tax, not indeed 
as the image of perfection in our fiscal system, but as that 
form on which, as wise, prudent, and practical men, they 
found it necessary to take their stand.” j; The difficulty is 
inherent in the system. 

* Cf. Bastable; Ptiblic Finance^ pp. 429, 430, 

f Quoted from Palgrave’s Dictionary of Political Economy, Vol. II, 
P- 377: not from the committee reporti^ 

i Quoted from Palgrave’s Dictionary. 
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Fourth. The fourth reason for accepting^ the proposed pro- 
gramme of revenue reform is pertinent only to the United 
States. Under the restrictions imposed by the Federal Con- 
stitution the Federal Government cannot levy an income tax, 
i\vhile under the peculiar assignment of public functions to the 
States an income tax with even a minimum rate would bring 
in more money than the States could judiciously expend; it 
is therefore essential that the revenue system pertinent to the 
needs of the American Slate shouW classify the sources of 
revenue and exercise great care in assigning to each grade 
of government its appropriate source. Tins touches ut)on a 
topic that is made the subject of discussion in the following 
chapter ; it is only necessary to observe, as bearing upon this 
comparison between a revenue system drawn after the model 
of the Fuigiish income tax, and one that incorporates the land 
tax, the corporation tax, and the tax on personal incomes, 
that a general income tax does not easily lend itself to the 
segregation of revenue sources. 

We cannot bring this discussion to a close without ac- 
knowledging that the general argument contained in this 
treatise is in one particular inconsistent with itself. The 
theory of progressive taxation has received formal approval 
and yet but slight opportunity has been provided for its ap- 
plication. Only in the case of corporation taxes has it been 
proposed to adjust the rate on a progressive basis, and this, 
it will be noticed, docs not necessarily secure from individuals 
progressive payments. The apology for this inconsistency is 
easily presented. Tlie revenue system towards which our 
analysis points may be adjusted to the principle of progres- 
sive payments as easily as any other, but it would have intro- 
duced unnecessary confusion had the claims of this principle 
been recognised at every i)oiiit in constructive analysis. 
Moreover, the first step in revenue reform must be to simplify 
tax laws, to eradicate duplication of tax levies, and to put an 
end to tax evasions ; and it has seemed best to confine the 
investigation to this first step in revenue reform rather than 
indulge in refinements of analysis that can have no practical 
importance except upon the assumption of a justly organized 
and successfully administered revenue system. Another 
thought may be suggested. There is a wide difference be- 
tween adjusting a scheme’ of taxation to a programme of 
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social and industrial reform and making use of the machinery 
of taxation to correct abuses in an unreformed industrial or- 
ganization. The former this treatise has endeavoured to hold 
in mind, the latter it has refused to countenance; and it 
was not desired to give support to the advocates of progres- 
sive payments who regard taxation as a means of social re- 
construction, as might perhaps have been the case had even 
the legitimate claim of progressive payments been acknowl- 
edged in connection with this administrative analysis of taxa- 
tion. No book which any one is likely to read can exhaust 
the Science of Finance. 



CHAPTER VI. 

SUGGESTIONS FOR A REVENUE SYSTEM. 

Some General Considerations. 

Assignment of Sources of Revenue to the Federal Government. 

(1) Foreign Commerce and Federal Taxation, 

(2) Inland Commerce and Federal Taxation. 

(3) Excise Duties as a Federal Tax. 

(4) Other possible Sources of Federal Revenue. 

Assignment ok Sources of Revenue to State and Local Govern- 
ments. 

(1) Sources of State Revenue. 

(2) Sources of Local Revenue. 

(3) Assignment of Tax on Inheritances and Profe.ssional Incomes* 
Administrative Questions Suggested by this System, 

(1) Separation of State and Interstate Commerce. 

(a) On the Basis of Gross Earnings. 

(b) On the Basis of Net Ear ?ii tigs. 

(2) Organization for Administering State and Local Taxes. 

(^i) Interstate Organization. 

('^) Organization within the State. 

(c) Organization within the Alunicipality. 

While many questions which present themselves to the 
financier have not been considered in the foregoing pages, 
it is believed that all of the important fiscal principles have 
been made the subject of discussion. This being the case, 
we are prepared to enter upon the task of constructive analy- 
sis. In suggesting a revenue system pertinent to the present 
conditions of the American people it is not claimed that the 
plan outlined is the only one worthy of consideration. Prin- 
ciples are inexorable, but plans and programmes are matters 
of ingenuity. One who has proceeded far enough in his 
study to understand the nature of fiscal adjustments must 
recognise that there are sevcr,nl ways in wltich the revenue 
system of this country could be reiiiodellcd with advantage; 
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and it will add something to the liberty with which we proceed 
in this chapter, which is devoted to the construction of a 
revenue system, to say that its object is pedagogical rather 
than advisory. The best possible review of complicated 
principles is to undertake to apply tlieni, and such is pri- 
marily the purpose of the analysis which follows. It is pos- 
sible, also, that new light may be shed upon the character 
of these principles by endeavouring to weld them into a sys- 
tem, for then will their relations to each other be more clearly 
cxj)osed. 

73. Some General Considerations. — It may be well at 
the outset to remind ourselves of certain general conclusions 
already arrived at. 

From a consideration of the requirements of a good 
revenue system it was learned that the income placed at the 
disposal of the State must be moderate and not excessive; 
that it must be elastic for a sovereign government and certain 
for a local government; and that it must conform to tiie 
political organization of the State to which it applies. 

From the analysis of the nature of the tax the legal re- 
quirements of a tax were fully explained, and a practical 
interpretation given to the phrase “ justice and equity in 
matters of tax ” ; and this latter point was further elucidated 
in the cha])ter upon Apportionment of Taxes.” 

From the chapter upon the ” Classification of Taxes ” the 
nature of each kind of tax was made clear, as also the rela- 
tion of the several classes of taxes to each other, and the kind 
of taxes that could be used together in a general revenue 
system was determined. 

From an investigation into the general results of taxes 
the idea that a tax should be equitable in payment as be- 
tween citizens was expanded so as to include the thought 
that a just system of taxation must conform to social needs, 
and certain conclusions were arrived at respecting the manner 
in which taxes work by which the financier was excused 
from some of the most troublesome claims that have been 
made respecting equity in taxation from the individual point 
of view. 

From the chapter just closed the peculiar character of 
the several classes of taxes thgt must be employed in framing 
a revenue system was yet more clearly presented. 
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In our discussion of the general property tax reasons were 
presented why separate sources of revenue sliould be assigned 
to the commonwealths and the minor civil divisions. It may 
now be remarked that this conclusion was a special applica- 
tion of the general principle of segregated sources of revenue, 
a principle which may be profitably aj^plied, with more or 
less strictness, as between all the grades of government that 
together make up the American State. The first step, there- 
fore, in forinulatirig a general revenue system is to assign 
sources of revenue to the several grades of government 

An appropriate assignment of revenue sources will <lepcnd 
in large measure upon the amount of revenue which any 
particular grade of government may require as compared 
with the otlier centres of [)ublic authority. Referring again to 
tlie census figures of 1890, it appears that the aggregate of 
public income for that year amounted to $979,590,915, di- 
vided between the four grades of government as follows : 


Grade of Guvernineut. 

Amount $. 

Percentage 
of the 
Affi^rcKate. 

Per Capita 
Income 

Federal government 

400,272,582* 

40.8 

6.39 

State governments 

116,156,640 

II. 8 

1.86 

Minor civil divisions 

133.525,493 

i 3 o 

3.01 

Municipalities 

329,635,200! 

33-9 

18.01 


By comparing the amounts required by each grade of 
govertiment with the aggregate governmental expenditure 
it appears that the Federal (jovernment covers into its 
treasury 40.8 per cent of the aggregate, while the State 
governments or commonwealths cover into their treasuries 
11.8 per cent, the minor civil divisions 13.5 per cent, and 
the municipalities 33.9 per cent. So far as the governmental 
functions are concerned it is the theory of American law 
that the States were originally the residence of all sovereign 
authority, and that they now retain all authority not dele- 
gated to the Federal Government. This being the case, it 
seems at first a little strange that the States require only 11.8 
per cent of the aggregate of moneys collected; but this is 

* Exclusive; of postoffice, 
f Net income. 
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explained by the fact that, since the adoption of the Federal 
Constitution, there has been a decided shifting of political 
influence. The Federal Government has grown in impor- 
tance because it is the representative of the national idea, 
while the local governments have grown because they carry 
with them the industrial development of the nation. At the" 
present time the commonwealths are practically, though not 
legally, administrative units subordinate in every essential par* 
ticular to the highest necessities of the Federal State. It is true 
that they are the source of all authority for local governments, 
that is to say, for the municipalities and the minor civil divi* 
sions. Inasmuch, however, as this autliority is commonly 
expressed by them through general laws rather than by 
special charters, and inasmuch as it is the political theory of 
the English-speaking people to bring the exercise of political 
power as closely as possible to the people upon whom it is 
exercised, the commonwealths do not take a very active part 
in the business of administration. We find, then, in an 
analysis of the political situation a reason why the States 
need so small a proportion of the aggregate of public income, 
and, as it is a reason that seems to lie in the nature of the 
case, its observed result may be accepted as indicating a 
more or less permanent condition, which a financier should 
recognise in making his assignments of sources of revenue. 

Referring again to the table given above, it appears that 
the income of the Federal Government calls for a per capita 
payment of $6.39, that of the State governments of $1.86, 
of the minor civil divisions of $3.01, and of the municipalities 
of $18.01. The per capita payment for the support of 
government of all grades is $15.64. This fact also may 
have some bearing upon the question of the proper source 
from which the revenue of the several grades of govern- 
ment should be drawn, and must be held in mind through- 
out the analysis. It would seem, for example, since the pay- 
ments are the greatest where the social relations are most 
intense — that is to say, in the cities — that there would be some 
propriety in opening up to the cities as a peculiar source of 
revenue that fund of values which tlie growth and the life 
of the cities have caused to be created. Reference is here 
made to all forms of municipal^ monopolies. 

In addition to the above suggestions, which are general 
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in their application, perhaps the controlling’ consideration in 
the assignment of sources of revenue is found in the public 
functions which each grade of government performs. For 
the presentation of this thought we shall inquire directly re- 
specting the source of revenue pertinent to the Federal, the 
State and the local governments. 

74. Assignment of Revenue to the Federal Govern- 
ment. — Tlic Federal Government stands for nationality. It 
represents tlie sovereignty of the people. It has exclusive 
jurisdiction over international controversies and is intrusted 
witli the power of declaring war and of concluding ])eace. 
The fiscal needs of such a government are easily understood. 
Certainty of revenue and elasticity of revenue are the marks 
of a fiscal system adjusted to the needs of a sovereign State. 
Certainty ol revenue is required that tlie government may 
carry itself with dignity and j)crform its customary duties 
with economy and ease ; elasticity of revenue is reijuired that 
it may at all times be prepared for exigencies. The foiaiier 
of these demands is one which a federal gt)vernn\ent recog- 
nises in conmion with all grades of government, althongh 
it is relatively more im])ortant for a sovereign State than 
for an administrative district; the latter, however, is peculiar 
to an imperial goverinneiit, since tliis is tlie only government 
exposed to the possibility of serious fiscal exigencies. 

(i) FoKKKiN C.'oMMKKcr: AM) iMeDKKXxL 1\\x.\TiON. — Un- 
derstanding, then, the needs of the hTaleral Government, both 
as regards the relative amount to h>e raised and the jieculiar 
requirements due to the political respoiisilhlities which it has 
assumed, what funds should be set aside as the source of 
Federal income ? In view of the fact that current income 
must accrue from current industry, it is natural to inquire 
what industry, if any, is placed under the special guardian- 
ship or direction of the h'ederal Government, for it is to such 
an industry tliat Congress would naturally turn for revenue. 

Other things being equal, a government sltonld select for 
purpose of taxation those industries with which it holds some 
fundamental or constitutional relation. This is justified, if 
in no other way, on the ground of economy : for all the in- 
formation gathered, and much of the machinery .set in motion 
for the discharge of political and administrative responsi- 
bilities may be used by the financier in tlie framing and 
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executing of tax laws. The application of this generaliza- 
tion to the Federal Government is clear. According to the 
Constitution Congress is intrusted with absolute control over 
foreign and interstate commerce. This was not the result of 
an accident or of a compromise. Says Webster: “The en- 
tire purpose for which the delegates assembled at Annapolis 
was to devise means for the uniform regulation of trade.’' 
Says Chief Justice Marshall: “ llie power over commerce, 
including navigation, was one of the primary objects for 
which the people of America adopted their government.’* 
It was the necessity of a clear revenue, rather than a revenue 
dependent upon the whims of the several States, which caused 
the early stalesmen to demand for Congress comprehensive 
fiscal powers ; and it was the necessity for uniform condi- 
tions for tlie development of a healthful commerce, and the 
establishment of an efficient industry u|)on the basis of that 
commerce, that led them to recpiest from the States the con- 
cession that the Federal Government should have the ex- 
clusive right to levy import duties. 

I'he reasoning involved in this demand may be best 
presented l)y an illustration. Were the State of New York, 
which enters more than one-half of the foreign goods brought 
into the United States, allowed to impose a duty upon their 
importation, it would result in placing the citizens of other 
States under tribute to the State of New York, Manifestly 
this would be unfair to the inland vStates, and could not be 
allowed in a justly organized Federal State. Moreover, 
were it allowed other States would undoubtedly establish 
reprisals against the State of New York, and the result would 
be the destruction of that commercial unity without which 
the industries of a people cannot flourish. Nor would the 
evil thus engendered he limited to an arrested commercial 
development. Commercial unity being thus rendered im- 
possible, the spirit of solidarity, which is essential to the exis- 
tence of a nation, would be impossible of realization. It thus 
appears that the people of this country are saved not alone 
from an embarrassing confusion of revenue laws, but from 
political disaster as well, by the fact that the Constitution 
grants to Congress the exclusive right to levy import du- 
ties. 

(2) Inland Commerce and Federal Taxation. — T he 
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political and industrial considerations which, at the time the 
Constitution was adopted, justified the Federal Government 
in assuming exclusive jurisdiction over foreign trade are 
equally valid when applied to inland commerce. The in- 
fluence of railways in creating organic unity out of what 
might otherwise be a lifeless union needs no elucidation ; nor 
is it necessary to explain how that influence would be em- 
barrassed in its workings, if not indeed deprived of a large 
share of its efficiency, were interstate commerce exposed to 
the attacks of the revenue laws of the several States. It is 
not possible to express clearly and concisely the position as- 
sumed by the courts Uj3on this point, but throughout their 
iminerous, and at times conflicting, o[)inions there seems to 
run the purpose of preserving the unity of inland commerce. 
This ])urpose is recognised in the decisions of cases that 
have arisen respecting the taxation by States of the gross 
earnings of railways, l)ut is more manifest in tlie decisions 
rendered upon the general question of railway control. In 
1886 the Supreme Court of the United States atlirnied in 
positive language the principle that the Constitution gave to 
Congress exclusive jurisdiction over interstate commerce, 
and presented the reasons why the application of tliis prin- 
ciple to railway traffic was of especial importance. Upon 
this point the langtiage of the court was as follows; 

“ It cannot be too strongly insisted upon that the right 
of continuous transportation from one end of the country 
to the other is essential in modern times to that freedom of 
commerce from the restraints which the States might choose 
to impose upon it that the commerce clause was intendetl to 
secure. This clause, giving to Congress the power to regu- 
late commerce among the States, as this court has said be- 
fore, was among the most important of the subjects which 
promoted the formation of the Constitution. . . . That this 
species of regulation is one which must be, if established at 
all, of a general and national character, cannot be safely and 
wisely remitted to local rules and local regulations, we think 
is dear from what has already been said, and if it be a 
regulation of commerce [that is to say, the law under con- 
sideration] ... it must be of that national character, and 
the regulations can only approximately exist by general rules 
and principles, which demand that it should be done by the 
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Congress of the United States, under the commerce clause 
of the Constitution/' * 

It will be remembered that this decision, which separated 
interstate from State traffic and limited the jurisdiction of 
the Federal Government and the State governments accord- 
ingly, was the occasion of the establishment of the Interstate 
Commerce Commission, by which the duty of exercising 
control over the administration of interstate traffic was as- 
sumed by Congress. It is not too strong an affirmation to 
say that the necessity of a uniform control over interstate 
traffic was as vital to the interests of the })eople in 0X87 as 
was the necessity of uniform control over foreign trade in 
1789. Financially tliere was tliis difference in tlie two ])crio(ls 
named: in 1789 the Federal Govennnent was in pressing 
need of an assured revenue, and turned naturally to that 
phase of industrial activity with which, for other reasons, it 
came into contact; in 1887 liie government was in the enjoy- 
ment of ample revenue, and the thought of making inland 
commerce as well as foreign commerce a source of income 
did not present itself. But the fundamental relation is flie 
same in the two cases: the constitntiiinal provision is the 
same; the significance of uniformity is the same; and it 
requires no great insight to warrant the assertion that, wlien 
the necessity shall arise, interstate commerce as well as 
•foreign trade wall come to ])e a source of revenue for the 
Federal Governmeu't. The occasion for such a step may he 
the rise of S(.niu.; fiscal exigency, or it may l>e. the |>nrpose of 
the govennnent to carry tlirough a fiscal reform; l)iu wliat- 
cver tile occasion the result is sure to arrive. The logic of 
tlie situation reserves the control and taxation of commerce 
to the government wliicli represents the sovereignty and unity 
of the people; and the fact that revemie can be so easily in- 
creased by the taxation of interstate traffic renders it highly 
proba]>lc that such a step wall not be long delayed. 

(3) Excise Duties as a Fedekai. Tax. — Thus far our 
inquiry respecting the source of revenue jiertineirt to the 
Federal Government has been under the guidance of the 
considerations that tlie dignity of the State demands cer- 
tainty of revenue, and that it is wise for a government to 

* Quoted from Dos Passes, The Interstate Commerce Act^ pp. 5* 
and 7. 
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select for the purpose of taxation tliat branch of industry 
with which it has administrative dealings. It will be re- 
membered, however, that elasticity as well as certainty is es- 
sential for the revenue system of a sovereign State. A system 
that rests on commerce cannot easily respond to the fluctuat- 
ing demands of government. A great exigency, as, for 
example, the advent of a war, is sure to embarrass commerce 
and curtail income, and any attempt to increase revenue by 
raising the rate wall, under such circumstances, be sure to 
intensify the embarrassment and decrease the income. In 
1812, for example, the rates on imports were doubled, but 
the revenue did not respond to the call thus made upon it. 
How% then, it may he asked, can an elastic or responsive 
revenue be established for the Federal Government ? This 
question presents a most important prol)lem. 

The solution of this problem, so far as it has been solved, 
is found in that series of acts by wdiicli the Internal Revenue 
System was established. The necessity of a revenue not de- 
pendent on the exigencies of foreign commerce w’as made 
clear by the experience of the treasury during the years 
1861 and 1862. This is no place to narrate tlie financial his- 
tory of those years, or to expose the mistaken theory upon 
which Congress proceeded in formulating a financial policy 
for tlie management of the w^ar. The fact is the early at- 
tempts of the treasury to command the w'calth of tlie nation 
were failures, and it was only in proportion as internal revenue 
became productive that public finances were brought under 
control. It may have been this experience which demon- 
strated to Congress the importance of flexible revenue, and 
whicli led to the continuance of internal taxes after the oc- 
casion wdiich called them into existence had passed away. 
lUit wliatever the reason, the machinery of a system of excise 
duties has been maintained and kept in operation since the 
close of tlie war; and the government is, on this account, 
m a position to carry through a sound fiscal [)olicy in the 
face of any exigency likely to arise. The theory of war- 
financiering pertains to that part of the Science (jf Finance 
that deals with tlie use of public credit, hut it must be evident 
at a glance that it is the part of wisdom, when making 
provision for current revenue, to hold in mind the possible 
necessity of using the revenue machinery of ordinary times 
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as the basis of exigency financierings. This is the justifica- 
tion, and the only justification, for maintaining internal duties 
as a source of Tederal revenue in time of peace. It is not 
claimed that the rules by which the system is administered 
have been formulated in view of the peculiar service which it 
is the function of that system to render. On the contrary, 
there is direct evidence in the rates imposed on those pro- 
cesses of manufacture retained for taxation that the fiscal 
significance of the system is not appreciated. But the only 
point which it is now necessary to recognise is that a sound 
reason exists for granting to the Federal Government the 
exclusive right to appeal to excise duties as a source of 
revenue. 

The propriety of granting the Federal Government ex- 
clusive appeal to excise duties is further supported by a 
consideration of the confusion that would follow should the 
States undertake to tax the process of manufacture. Since 
the development of railway communication there no longer 
exists a local or restricted market. It requires but a slight 
difference in price to call goods from one part of the country 
to another. This being the case, it is essential to the pre- 
servation of a healthful and equitably distributed industry 
that the conditions of manufacture should l)e, so far as pos- 
sible, the same in all parts of the country. At least no 
artificial dilTerences should be established, as would be the 
case should each State undertake to levy excise duties. The 
point is that unifonnity of excise laws is essential, and the 
only moans of attaining this uniformity under the constitu- 
tional provisions which exist is for the Federal Government 
to assume exclusive control over their administration. 

(4) Other Possible Sources of Federal Revenue.— 
It may be asked why Congress cannot make use of direct 
taxation, as provided in the Constitution, to secure elasticity 
in its general revenue system. In reply to this question it 
may be said that this means of raising revenue in time of 
emergency amounts to little more than the old method of 
requisitions practised during the period of the Confederation, 
with the reservation to the Federal Government of the right 
to enter the State and collect the tax should the State fail 
to meet the demands made upon it. It may not be final 
against such a scheme that it does not harmonize with the 
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policy of segregated sources of revenue, although it is evi- 
dent that, for one who assumes the standpoint of this treatise, 
the Federal Government may wisely refrain from entering 
upon that domain of taxation which pertains to the States 
and the local governments. A more pertinent argument 
against the use of direct taxation by the Federal Government 
is the experience of Congress upon the two occasions when 
it was attempted to control a fiscal exigency by opening up 
this source of revenue. On the occasion of the wars of 1812 
and 1861 appeal was made to direct taxation, but in neither 
instance did the money come into the treasury in time to do 
much good. The effect of the tax upon the imaginations 
of money lenders was very slight; and, in view of the large 
amounts which proved to be necessary, it may be doubted if 
this source of revenue could have been of much use without 
jeopardizing the political integrity of local finances. And, 
finally, as against the use of direct taxation by the Federal 
Government reference must be made to the constitutional rule 
for its apportionment. According to the Constitution this 
tax must be apportioned to the States on the basis of Federal 
population. Whatever may be said in justification of this 
rule at the time the Constitution was adopted, its employ- 
ment at the present time would result in an unequal assign- 
ment of a common duty between the rich and the poor States. 
Nor would it be possible for an income tax to perform the 
service in the general revenue system which we have as- 
signed to excise duties. For an income tax being a direct 
tax cannot be assessed to individuals exce])t it first be ap- 
portioned to the States on the basis of population, a procedure 
which would result in gross inequalities as between the citi- 
zens of the several States. Moreover, an income tax would 
quickly reach the limit of its productivity except it apply 
to corporation and business incomes ; and this, besides blur- 
ring the real significance of corporation and business taxes, 
would, like forced requisitions upon the States, result in 
obliterating the distinction between the Federal and tiie State 
domains of taxation. 

We may, then, conclude that the revenues that should be 
assigned to the exclusive use of the I'cdcral (kovcrnincnt 
are such as arise from the fixation of imports, the taxation 
of interstate commerce, and the taxation of the process of 
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manufactures — a conclusion which, we trust, will be 
strengthened when the relation of the Federal revenue sys- 
tem to the general revenue system in the scheme now being 
unfolded is more fully appreciated. These three sources of 
revenue, supplemented by a judicious use of public credit, 
are adequate to all fiscal needs, both ordinary and extraor- 
dinary, that can present themselves to the Federal Govern- 
ment. 

75. Assignment of Sources of Revenue to State and 
Local Governments. — Not less clearly do the peculiar services 
performed by tlie State and municipal governments, and the 
form of property in rural districts, indicate the source of 
revenue that should be assigned to them. 

(i) SiniKCKS OF State Revfa’UK. — The States, it will be 
remembered, assume no responsibility for international affairs, 
and in interstate complications their liberty extends no farther 
than to be recognised as a party in a case. The Federal 
Government could not permit serious diplomatic correspon- 
dence to be carried on between the States, for this would 
be equivalent to the recognition of the right of a State to 
sever friendly relations with a sister State, which would be 
equivalent to the destruction of the Union itself. This being 
the case, the States arc never exposed to an emergency and 
do not need that quick response from revenue so essential 
to the efficiency of the Federal Government. They are, 
therefore, excused from the consideration of one of the most 
difficult proi)lems in framing a revenue system. 

Apimoaching the question upon its positive side the rlu- 
ties of the States are primarily legislative in character. They 
give to the minor civil divisions and the municipalities their 
forms of government and clothe them with their administra- 
tive powers; they provide laws of industrial association and 
grant charters to industrial corporations; they are the guar- 
dians of all wealth that in any way accrues to citizens in 
their collective capacity ; and, finally, they are called upon 
to administer such public institutions as do not naturally 
pertain to the local governments. If, now, one place by the 
side of this cursory characterization of governmental duties 
imposed upon the States the analysis which led to the selec- 
tion of industries for special taxation (municipal monopolies 
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alone being" excepted)* he will be impressed with the fact that 
the special or coq)oration taxes referred to naturally pertain 
to the Stale as a peculiar, if not an exclusive, source of 
revenue. The vast majority of industrial corporations are 
the creatures of the States, and it is to the State governments 
that the people look for their regulation and control. With 
few exceptions, natural monopolies, also, such as mines, 
forests, water-supply for irrigation, and the like, do not exert 
a commercial influence beyond the 1)oundaries of tlie State 
in which they are situated, and should a royalty be imposed 
upon their earnings it should accrue to tlic government which 
represents the people to whom they rightfully belong. If, 
now, the State governments can secure adequate revenue from 
special taxes on corporations and on natural monopolies the 
fact that they are charged with peculiar duties in connection 
with corporations, and stand for the proprietary interest of 
the peoi)le in the original values of the soil and the social 
increment of labour, provides ample reason why this source 
of revenue should be placed at their disposal. 

In view of the ever-changing opinions of legislatures re- 
specting the taxation of the localized property or agencies 
of corporations, it may be well to express the view enter- 
tained by this treatise in an explicit manner. The assign- 
ment of the corporation tax to the State means that the 
buildings and right of way of a railway, for example, should 
be exempt from local taxation; and if it be admitted, as has 
l)een argued, that net revenue to railways should be the basis 
of their taxation, and that the business from which this net 
revenue accrues holds no necessary relation to the value of 
the property distributed along the line of road, the justice of 
this plan becomes apparent. The earnings of the railways 
accrue (interstate commerce being dropped from view) on the 
general business furnished by the State ; their payment for the 
support of the government, therefore, sliould be to the State, 
and not to the localities. The same argument applies to an 
insurance company located in a city, or to an unusually pro- 
fitable mine located in a county. The industries are localized, 
while the business that gives them value is diffused, nor can 
there, in the cases named, he any offset on account of 


^Vid€ ^ 70 , ( 1 ). 
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similar businesses situated in other cities or counties. Does 
it not, then, appear just that what they pay for the support 
of government should be paid to the government of the 
people whose patronage gives rise to the value in question ? 
In some cases this patronage may be interstate, but since 
interstate coimnerce is by the sclieme under consideration 
assigned to the Federal Government, this fact suggests no 
criticism upon the plan. We conclude, then, in view of the 
peculiar duties imposed upon a State, and because of the 
nature of corporations and natural monopolies, that all special 
and corporation taxes should be assigned to the State as an 
exclusive source of revenue. Of inheritance and income 
taxes we shall speak later. 

(2) Sources of Local Revenue. — If localities are pre- 
cluded from taxing corporate property, though it lie within 
their territorial jurisdiction, the States must in turn be ex- 
eluded from the domain of local taxation. And it lies next 
in our analysis to inquire what source of revenue remains 
for local governmenls. This discussion will distinguish be- 
tween municipalities on the one hand, and the counties, town- 
ships, school districts, and other units of local administration 
on the other. Addressing our attention first to rural local 
governments, it may be remarked that no source of revenue 
peculiarly fitted to governments of this grade is suggested 
by a consideration of the class of duties with which they are 
charged. The functions which they perform pertain to tlie 
maintenance of local courts and an efficient constabulary, 
to the construction and maintenance of higliways and bridges, 
to the provision for a common-school education, and other 
services of a like nature. These functions, it will be observed, 
are primarily administrative, and do not rest for their easy 
performance u])on an exclusive appeal to any particular 
source of revenue. This being the case, the selection of a 
source of revenue must rest upon some other consideration, 
and that which appea].s most naturally for approval is found 
in the nature of tlie industries with which as a rule country 
life is concerned. The industry of the country is agriculture, 
and it is a significant fact in the choice of a revenue system 
for the minor civil divisions that agriculture is representerl l)v 
visible property. In consideruig the general property lax it 
was learned that the only difficulty to its successful adniinis- 
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tratlon when confined to rural property arose from the fact 
that local property was assessed by local officers for State 
purposes. The State, however, being provided with a source 
of revenue peculiar to itself, as is proposed by the plan under 
consideration, and the minor civil divisions being granted 
exclusive right to levy taxes upon real property lying within 
their respective jurisdictions, there is no reason why the 
machinery of the general property tax as it now stands can- 
not satisfy all the legitimate demands of rural financiering.* 
In deliberating upon the above suggestion the student must 
remember that justice in taxation does not demand the 
assessment of all industries, and that the exemption of mort- 
gages from taxation is no detriment to the borrower of money. 
The conclusion is that the property tax upon rural property 
in the form of the land tax should be assigned to the exclusive 
use of rural local governments. 

Coming now to urban local governments, the problem 
of the source of revenue is somewhat more complicated ; for, 
in addition to the ordinary functions of local administration 
which cities have in common with country districts, they are 
charged with many .special functions growing out of the ne- 
cessity of collective services and of the evils which spring 
from a congested population. In the first place, it may be 
remarked that the relation of the municipality to the State 
is practically the same as that of the minor civil divisions, 
and that, on this account, an analogous conclusion may be 
arrived at with regard to the taxation of landed values. The 
general pro[)erty tax may be retained by the municipality 
in so far as visible property is concerned. In administering 
the real estate tax, however, it may be proper for the muni- 
cipality to adopt a different set of })rinciples from those that 
are pertinent to the rural govern meuts. 

The selection of further sources of revenue for munici- 
palities depends upon the peculiar duties imposed ui)on them. 
As the State assumes the solution of the problem of State 
monopolies, so the municipality must assume the solution of 

* It will be observed that the text fails to distinguish between the 
coxinty, and other forms of local administration, which Ls equivalent to 
saying that the county is the proper unit of local authority. This is done 
rather for the purpose of facilitating discussion than of expressing an 
opinion on so important a question of local administration. 
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the problem of municipal monopolies, and this fact in the one 
case as in the other su.c^gests the second source of revenue to 
which municipalities may rightly appeal. The ])rcsent tendency 
of forcing iminicipal inonupolics to contribute largely to mu< 
nicipal expenditures, either by special taxation or through 
public ownership, is wholly to be commended, for it lies in 
the nature of the case. Besides the necessity of some public 
control over water companies, lighting companies, and street 
railways, the policy here outlined finds support in the 
fact that it is a means of giving back to the people part of 
the earnings of the property rendered valuable by the fact 
that tlie city exists. Tlic situation is as follows : The growth 
of the city occasions nmisnal expenditures ; the growth of 
the city also creates umi.sual values. Wdiy should not the 
values wliich the city creates go to bear the expenses which 
the city occasions ? There aj)pears then a double reason 
for assigning municipal monopolies as a special source of 
revenue to the municipal treasury. 

(3) Assignment OF Tax on iNitEiuTANCES and I^rofes- 
SIONAL Inc:ome.s. — The fiscal system thus presented makes use 
of all the sources of reveniu* which the foregoing analysis and 
classification of taxes shows to be desirable, with the excep- 
tion of the taxation of inheritances and professional incomes. 
It is a little diflRcuJt to say wliat grade of government should 
receive the proceeds of succession duties. The Federal 
Government wriuld be excluded because, under the rule 
imposed l)y the Constitution, it cannot justly make use 
of direct taxation. As between the State and local 
governments it might perlia|)s be necessary, in strict logic, 
to inquire respecting the origin of the property, and to 
grant the proceeds of tlie succession duty to that govern- 
ment which gave protection to the business during the ac- 
cumulation of the property, or which stands for the citizens 
whose business activity rendered the accumulation of the 
property possible. Sucli a sug;gestion is scarcely pertinent, 
however, because of the many embarrassments that would 
arise in its application. All interests would be fairly well 
satisfied were succession duties assigned to the vState govern- 
ments with, however, the understanding that the States were 
to use the proceeds of these tjixes, not for the purpose of 
paying current ordinary expenses, but for the rendering of 
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some particular service of interest to all citizens. Why, for 
example, should not the States assign the proceeds of succes- 
sion duties to the service of education, and especially to the 
service of higher university education ? 

The reason why professional incomes demand peculiar 
treatment is that there is no prot)erty or commercial organi- 
zation by which the lawyer, the physician, and the merchant 
are represented, and the price of their services are not 
equalized by commercial forces. As property owners and as 
consumers they are called upon to pay something for the 
supi)ort of government, but their peculiar income is unaffected 
by the plan of taxatioii here outlined. There is no 
means of securing payment from this class of incomes ex- 
cept tlirongh tlie imposition of a tax upon tlic practice 01 the 
several t)rofessions regarded as distinct classes in the coni- 
innnity. The administrative principle which underlies the 
revenue system to wliicli this treatise grants apiwoval 
is that the government must address itself to the indus- 
trial property, the industrial process, or to tlie industrial 
organization for payments, ratlier than to the individual ; and 
it seems wise to proceed upon the assumption that lawyers, 
physicians, and merchants can organize themselves into pro- 
fessional guilds and that tlie government should address 
its demands for money to the guild or association rather than 
to individuals. This [xiint, however, was adequately con- 
sidered in the [irevious chapter. For the present we may say 
that the revenue accruing from personal incomes is a revenue 
that pertains to the local government in wliich the business 
or profession has its location. It may then be assigned as a 
imn;icipal revenue. 

The statement that follows jmesents in a concise form the 
conclusions at which our analysis has arrived. Whether or 
not one approve this selection of the sources of income and 
their assignment to the several grades of government, the 
scheme at least has the merit of presenting a comprehensive 
programme of financial reform. It serves as an object-lesson 
of what is meant by segregation of revenue sources. 
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ANALYSIS OF POSSIBLE TAXES, DESIGNATION OF APPROVED TAXES, 
AND ASSIGNMENT OF APPROVED TAXES TO THE SEVERAL GRADES 
or GOVERNMENT IN THE UNITED STATES. 


Possible Taxes. 


Taxes 

Approved. 


Assignment of Approved Taxes. 


Taxes on Income, 

a. Income from services. 

b. Income from property, 
r. Income of property. 

Taxes on Property, 

a. Property in person. 

b. Property in land. 

c. Property in capital. 

</. Property in wealth for 
use. 

Ta.ves on Business, 
a. License tax. 

h. Franchise tax. 

t. Corporation tax. 

d. Excise duties, 

e. Customs duties. 


Approv’d Municipal governments. 
Approv’d State governments. 


Approv’d 


i Municipal governments 
minor civil divisions. 


and 


Approv’d 

Approv’d 

Approv’d 

Approv’d 

Approv’d 


I Municipal and town government, 
< but administered for police 
( supervision. 

Municipal government, 
i State governments, and, in case 
■[ of interstate commerce, the 
( federal government. 

Federal government. 

Federal government. 


76, Administrative Questions Suggested by this Sys- 
tem. — It is not enough, in order to insure the acceptance of 
a proposed revenue system, to show that it reflects a con- 
sistent fiscal theory ; for one is always at liberty to ask if 
the system can be easily administered, and if the means neces- 
sary for its administration conform to the healthful trend of 
social evolution. This being the case, it now becomes our 
task to inquire what changes in administration or what steps 
in political organization are necessary to insure the success- 
ful working of the programme briefly outlined. Several 
questions present themselves when looking at the matter from 
this point of view. 

(1) Separation of State and Interstati!: Commerce.— 
The attention of the student has doubtless been arrested by 
the classification of inland traffic as State and interstate traffic, 
the net earnings upon the former being assigned to the State 
for purpose of taxation, while the Federal Government en- 
joys the exclusive right to injpose taxes upon the latter. 
Can this classification be followed in practice ? 
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In the first place it may be remarked that this distinction 
is not an arbitrary one, but exists in tlie organization of the 
State itself. All interstate traffic is placed by fundamental law 
under the jurisdiction of Congress, while infra-state traffic is 
reserved to the jurisdiction of the States. Not only is this dis- 
tinction clearly expressed in the Constitution, but it has been 
made the basis of a long line of consistent decisions by the 
courts for more than a hundred years. It is thus evident that the 
financier who seeks to make use of this classification in a 
fiscal scheme does not enter upon untrodden ground. On 
the contrary, he will find many of the terms and phrases 
which he must employ authoritatively defined in established 
law, while the general principles underlying his task, as well 
as the reasoning involved, have already been expressed. 

Another fact may be noticed in this connection, which, 
while no more important in itself, has perhaps a more direct 
bearing upon the question in hand. Railway legislation in 
the United States (for the purpose of specific statement other 
forms of interstate commerce are dropped from view) has 
adjusted itself to this distinction between State and interstate 
commerce, the former being placed under the jurisdiction of 
State railway commissions, while the latter is consigned to 
the jurisdiction of a I'ederal commission. These two sets 
of agencies are complementary to each other, and neither 
can hope for the highest success without the cooperation of 
the other. To this end it is incumbent upon the commis- 
sions that for the purpose of administration they work out 
the line of demarcation between State and interstate traffic, 
which the fiscal scheme here presented accepts as separating 
the local from the Federal taxation of inland commerce. 
Now it is a most significant fact, for the purpose we 
have in view, that the character of the traffic, and not the 
localization of the appliances by which passengers and freight 
are carried, is accepted as the basis of the distinction between 
State and interstate traffic, since it is the earnings of commerce, 
and not commercial appliances, which, according to the thesis 
here maintained, must be made the object of taxation. 

The suggestion that interstate commerce should be as- 
signed to the Federal Government and infra-state commerce 
to the States as a source (;f revenue through taxation not 
only conforms to the conception that underlies fundamental 
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law, but it makes use of a distinction that must be worked 
out ill a branch of public administration with which finances 
have nothing’ to do. In this the scheme conforms to wliat 
has been termed administrative economy. The expense in- 
cident to the classification of commerce is one that must be 
incurred in order to render the control of railways through 
commissions eiicctivc ; why should not the fiscal system be 
so adjusted as to make use of lliis expenditure in connection 
with tlie o[)erations of the Treasury ? 

The separation of traffic into State and interstate traffic 
is not in itself a difficult task, although great care must be 
exercised in selecting a profier basis upon which to proceed. 
A separation upon the basis of tonnage, or of ton-mileage, 
would be of relatively slight importance. It could answer none 
of those (juestions that arise respecting the probable effect 
of a change in rates, which is the significant thing for a 
Kaihvay Commission to consider, nor coiild it serve as a basis 
of asscssnumt in a financial system that accepts earnings 
rather than the volume of traftic as the proper object of 
taxation. In some way the rate received ui>on the traffic 
carried must enter into the computation. The classification 
must he more than a territorial assignment of tonnage or it 
will not i)e worth the making. 

The commercial factor which represents both the volume 
of traffic and tlie rate at which it is carried is earnings, and 
the administrative problem that presents itself pertains to the 
separation of earnings according as it accrues upon State 
or interstate commerce. The distinction between “ gross '' 
and net ” earnings lias already been explained, and it will 
be remembered that tlie net earnings of a corporation are, 
theoretically, the more approjiriatc basis of assessment. It 
is also true that net earnings are of relatively greater impor- 
tance to Railway Commissions in the discharge of their pe- 
culiar duties. Inasmuch, however, as gross earnings must be 
made the basis of net earnings, and since there are many 
who favour the adjustment of corporation taxes to the former 
rather than the latter, the analysis that follow.s will con- 
sider the 'two items separately. The thought, also, 
may be interjected at this point that the common objection 
of the courts to the acceptance pf gross earnings as the basis 
of State taxes, namely, that by means of it the States tax 
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interstate commerce, would be overcome by the plan here 
outlined; for it would result from this plan that each grade 
of government would be restricted to the traffic that pertains 
to it by the Constitution. It is possible, therefore, should the 
task of working out the programme here outlined be actually 
undertaken, that practical considerations would lead to the 
acceptance of gross earnings rather than of net earnings as 
tlie basis of assessment. 

(a) On the Basis of Gross Baniings . — Accepting gross 
earnings as the amount of income resulting from the amount 
of traffic multiplied into the rate charged for transportation, 
no allowance or deduction being made for expenditures in- 
cident to operation, it is clear that its separation into State 
and interstate earnings must conform to the respective 
amounts of the two sorts of traffic and to the rates at which 
each is carried. Were these rates uniform, the earnings would 
be in proportion to ton-mileage; but the rates are not, and 
from the nature of the case cannot be, uniform. They vary 
for different lines and for different parts of the same line. 
They are inflticnced by the kind of goods carried, the con- 
ditions under which they are carried, and for the distance 
carried. Special rates, also, for special commodities or se- 
lected territories are a familiar and proba))ly a permanent 
feature of railway transportation, A classification on the 
basis of tonnage, mileage, ton-mileage, or indeed any other 
physical attribute of commerce, must be inadequate. 

Or were it true that interstate traffic is ahvays inter-line 
traffic, wliile State traffic is confined to single lines of road, the 
proldem would be easy of solution. This is true because it is ne- 
cessary for the railways to scjiarate these two kinds of traffic in 
order to settle accounts between themselves. But the assumption 
docs not conform to the facts in the case, and an assessment 
of taxes on the basis of such a classification would be devoid 
of any* very definite meaning. There is, however, in this 
second assumption a most fruitful suggestion. If inter-line 
accounting is adequate to settle fairly the accounts between 
railways that unite for through or long-distance transporta- 
tK)n, it is only necessary to organize this accounting into a 
federal system, and to so extend it as to include interstate 
traffic carried on single lines, m order to secure all that is ne- 
cessary for the purpose of the financier. In the development of 



A REVENUE SYSTEM. 


510 

railway organization there must, sooner or later, be established 
a Clearing-house of Railway Accounts, and it would be highly 
advantageous from many points of view should the claims 
of a sound fiscal system and the demand for adequate public 
control over the business of transportation be permitted to 
give shape to that organization. Our conclusion is that, so 
far as gross earnings are concerned, no technical or theoretical 
difficulties stand in the way of an honest separation of State 
and interstate traffic. 

(/;) On the Basis of Net Earnings . — The serious difficulty 
makes its appearance as soon as one passes from the 
ledger of receipts to the ledger of expenses. This is 
true because so large a proportion of railway expenditures 
are common to all classes of traffic. It is difficult to 
determine the cost of running a given train ; how much 
more difficult to assign that cost to the different classes 
of goods carried in the train. It cannot be done, and rail- 
way accountants and railway commissioners have alike re- 
cognised that it cannot be done. 

While acknowledging this to be true for the fine questions 
that arise in connection with public control of railways, it 
may yet be possible to arrive at a separation of State and 
interstate net railway earnings with sufficient accuracy to 
serve the legitimate demands of a fiscal .system. It must be 
remembered that the interests affected are the fiscal systems 
of tw^o grades of government, and that justice to individuals, 
either relative or absolute, is not involved. This being the 
case, the financier is justified in making use of rules for the 
classification of railway earnings, even though they are in 
some degree arbitrary, firovided they are fairly reasonable 
and acceptable to the parties concerned, that is to say, to 
the Federal Government on the one hand and State govern- 
ments on the other.* 

(2) OKGyVNJZATlON FOR AdMINI.STERINO StaTE AND LO- 
CAL Taxe.s. — The Federal Government might, by the exercise 
of such powers as it clearly possesses, proceed to the taxation 
of interstate commerce independently of any agreement or 

* Should the task of separating state and interstate net earnings be 
undertaken, much as.sistance would be rendered by the “ Classification 
of Operating Expenses” officially iesued by the Interstate Commerce 
Commission. 
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understanding’ with the States ; and were the taxation of in- 
land commerce in a consistent and uniform manner the only 
point involved in the programme under consideration, our 
discussion might now be brought to a logical close. lUit 
there are other interests involved which defnand considera- 
tion. 

(a) Interstate Organisation , — Wc have on several occasivms 
encountered the complaint that the fiscal laws of the Suite 
and local governments recognise doul)le taxation by the form 
in which they are drawn, while in reality they encourage the 
citizen so to distribute his business interests as to evade all 
payments. This is due to the fact that business con- 
nections may extend beyond the jurisdiction of any single 
taxing unit. An insurance company, for example, sells 
policies in many States. The Federal Constitution very 
wisely denies a State the right of excluding the citizens 
of other States from transacting business within its bor- 
ders. But it certainly seems just, and is entirely lawful, 
that the business done within a State, no matter where the 
location of its principal offices may be, sliould ])ay a tax 
upon snch business. There is a very considerable class of 
undertakings respecting which the taxing laws are imperfect 
and work in an unjust manner, because there is no organi- 
zation between the States for the localization of the treinsac- 
tions in (ineslion. 

The task thus suggested of extending the fiscal organi- 
zation by an interstate agreement, which shall coincide with 
the commercial jurisdiction of industries that traffic in two 
or more States, is not so difficult as it may at first blush 
appear. Tlie principal evils of the present system, that 
is to say duplication and evasion of taxation, have already 
been set one side by the programme under consideration — 
first, by the remission of taxes on mortgages and analogous 
property, and second, by imposing upon the Federal Govern- 
ment the duty of bringing substantial imifoniiity into the 
domain of railway taxation. There remains, therefore, no very 
large number of troublesome industries, for it must also be 
held in mind that, according to the i)roposcd fiscal system, 
all industries subject to the jurisdiction of commercial com- 
petition are released from taxation except as taxed through 
the excise laws of the Federal Government. To carry out 



512 


A REVENUE SYSTEM, 


this task, which must of course rest upon a conscious desire 
on the part of the States for a uniform system of taxation of 
all businesses of interstate transactions, the first step would 
undoubtedly be the establishment of a joint bureau of statis- 
tics and accounts, resting for its authority upon State law. 
It is not necessary to proceed further in the direction of posi- 
tive suggestions. Provided accurate information can be 
gathered resi)ecting tlie industries under consideration, and 
provided such rules of bookkeeping are prescribed that 
earnings can be measured and localized, the unification of 
the tax laws, so far as the details of their levy and collection 
are concerned, may confidently be expected. 

(b) OrgaiiicatioJi ihc State , — Reference may be made 

to yet anotlier form in which this need of organization for 
autlioritative information shows itself, although in this in- 
stance it pertains to interests that lie within the jurisdiction 
of a single State. In the separation of the sources of revenue 
between the State and the local governments it will be re- 
membered that natural monopolies, so conditioned as to en- 
able them to sell their products beyond the jurisdiction of 
the local government within which they lie, were assigned 
to the States as a fit object of taxation. In some cases, how- 
ever, as, for examiile, in a county possessing a peculiarly 
rich mine, this might deprive the local government of so 
much of its taxable pro|.)erty as to occasion serious embar- 
rassment. This illustrates how at best the finances of the 
States will be mixed up with those of the localities; but no 
vSeritous difficiihy can arise on this account provided tlie State 
adopts some uniform rule for the adjustment of all similar cases. 
Under the circumstances described it is only necessary for 
the vState to assign such property to the localities for taxa- 
tion at a value reduced to the level of non-monopolistic 
property. This it can easily do, because, since it accepts the 
royalty accruing upon the mine as the basis of its own levy 
of taxes, it must maintain a statistical service ade(|uate to 
determine that royalty, and the non-monopolistic value of 
property is what is left after deducting the capitalization of 
the royalty which it pays. 

It seems scarcely necessary to follow out the application 
of this idea to all the phases of, State and municipal taxation. 
So far as rural taxation is concerned the system of local as- 



ADMINISTRATIVE QUESTIONS. 513 

sessments in its present form is adequate. The significant fact 
in the suggestions here entertained is that the industrial evo * 
lution of the last fifty years has imposed on government a 
new series of duties, which, for want of a better phrase, 
may be termed the control of monopolistic industries. The 
conservative opinion of the nation is coming to recognise 
that these industries cannot be regarded as private within 
the liistoric meaning of English jurisprudence, and that they 
must be brought under peculiar rules of administration. 
On the other hand, industrial analysis has made clear the 
fact that the earnings of these industries are in a peculiar 
sense socially created, and on this account should con- 
tribute generously for the support of government. This is 
the significance of the corporation tax. Putting these facts 
side by side, it follows that the control of corporations and 
the taxation of corporations may be reasonably expected to 
work together, and that the argument which asserts that the 
Federal financier may make use of the statistical service 
which the Interstate Commerce Commission must maintain 
may be generalized to express the relations between the finan- 
cial and administrative branches of government, so far as 
municipal and State monopolistic industries are concerned. 
But whether this industrial service be undertaken or not, 
inasmuch as taxes on corporations are assigned as the chief 
source of revenue to the States, and a very important source 
of revenue to the municipalities, it is clear that the essential 
step to the realization of this idea is the establishment of a 
statistical service which shall begin its work with the or- 
ganization of the bookkeeping of the corporations themselves. 

There is another way of arriving at this conclusion. The 
general property tax broke down because the investment of 
property in large industries under the corporate form en- 
abled men who were so inclined to evade the t)ayment of 
taxes, and it is a natural development of opinion which as- 
serts that the corporation should be substituted for the in- 
dividual as the personality to be taxed. The reason for this 
is that the corporation must have a legal domicile, it must 
have visible property or agencies, and it must keep a set of 
books. It was at first tliought tliat the flesired result would 
be attained by substituting the property of the corporation 
for that of the investors in the corporation, but, for reasons 
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given in the discussion on the proper basis of corporate taxes, 
this thought was quickly abandoned. It is the commercial re- 
sults rather than the visible agencies whicli furnish ’the true 
measure of the al)ility of corporations to pay taxes; and, 
should the State fail to provide the means of discovering 
these results, its experience with the taxation of corporations 
will be no more satisfactory than was the case with the taxa- 
tion of personal property. The difference in the two cases is 
that no amount of organization on the part of the administra- 
tion could lead to the discovery of personal property, while 
a comparatively inexpensive organization will Uiy bare every 
fact necessary to the just assessmen't of corporations. Let 
it, however, be understood that without information no tax- 
ing system whatever can work satisfactorily. 

(c) Organisation within the Municipalities . — A detailed con- 
sideration of the administrative necessities of municipalities, 
regarded from the point of view of the financier, would result 
only in a repetition of this cry for information. According to 
the programme here outlined the city must rely for its income 
on the taxation of the rental values of real estate, on the 
taxation of personal incomes, and on some means of ap- 
proach to the social product of municipal monopolies. The 
first of these is what is left of the general property tax, and 
the machinery of assessment and collection familiar to the 
law is adequate for its successful administration. The second 
would necessitate organization among the members of the 
respective professions, but once set on foot would necessi- 
tate no especial care on the part of the State. The third, 
however, assuming for the statement private concessions 
rather than public ownership, is neither more nor less 
than a corporation tax, but a corporation tax im- 
posed under conditions which warrant the assertion 
of the public interest in its most extreme form. This 
being the case, all that has been said when considering 
the administrative needs of the Federal and State govern- 
ments relative to the importance of a competent bureau of 
statistics and accounts, whether in the interest of public control 
over corporations or of just taxation, pertains with especial 
emphasis to the relation existing between municipalities and 
municipal monopolies. Here, then, as elsewhere, the first 
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Step towards administrative efficiency is to provide for 
an authoritative system of accounts for all corporations, and 
to demand reports from corporations on the basis of these 
accounts. 

One word only remains on which this treatise may appro- 
priately speak. If public corporate accounting is to be estab- 
lished, it must, in order to be effective, be established on a 
uniform basis. So far as the municipalities within a given 
State are concerned this uniformity may be made to rest on 
State law. Whether or not the administration of the super- 
visory jurisdiction over corporate management should be with 
the State or the municipality lies beyond the limits of our 
present discussion. There is no reason in tlie nature of the 
case why every corporation created within a State should 
not keep its books after a uniform plan. With regard 
to interstate operations, also, which lie within the juris- 
diction of the Federal Government, uniformity of method 
may be easily attained. The difficulty arises in connec- 
tion with those interstate relations over which Congress 
has no control, and in the fact that there exists no recog- 
nised legal means of securing uniformity in the treat- 
ment of the same class of accounts in the several States. 
There is but one way of overcoming this difficulty, and that 
is through interstate agreement. Lest, however, the interest 
which we may assume has thus far been granted this pro- 
gramme of financial reform should be withdrawn by thus 
calling attention to what is logically involved in its perfect 
realization, we hasten to add that it is possible for it to 
be worked out by means of the independent action of 
the States and the Federal Government. A Congress of the 
States for the consideration of those industrial and fiscal ques- 
tions resulting from the fact that modern trade extends be- 
yond the territorial jurisdiction of local and State governments 
is highly desirable from every point of view’; but it is not 
essential to the realization of the most important features 
of the scheme that has been outlined. Indeed it is claimed 
as a point in favour of the plan here presented that it can 
be carried to practical success under the exercise of such 
rights as existing governments now possess. And as giving 
an added interest to this scheme, it may be remarked that 
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the revenue system to which we have given approval is the 
natural evolution of the corporation tax, which in a peculiar 
sense pertains to industrial conditions as they are found in 
the United States. 
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CHAPTER I. 

NATURE OF PUBLIC CREDIT. 

A Public Bond Considered a.s Commercial Papeiu 

Industrial Effects of Puih.ic Borrowing. 

(1) Loans Placed at Normal Rates of Interest. 

(2) Loans I’laced at High Rates of Interest. 

(3) Loans Placed at Abnormally High Rates. 

When may Pi hi.ic Credit be Employed? 

(1) Loans may be Used to Cover Casual Deficits. 

(2) Loans may be Used to Meet Fiscal Emergency, 

(3) Loans may be Used to Procure Funds for Public Investment, 

A CONSIDERATION of public Credit leads the student to a 
phase of the Science of Finance quite diFcrent from that 
which lias thus far claimed his attention. According to the 
classification of public revenue already laid down * public 
credit is the source of aniicipatory revenue as contrasted with 
revenue that is direct or derivative, and every question that 
arises respecting it must be judged in tlie light of this fact. 
Moreover, industries usually, and taxation always, arc limited 
in their view to the ordinary and constantly recurring fiscal 
needs of the State; while credit, when legitimately employed, 
is a means of securing money for some unusual demand or 
for a demand of an unusual amount. A people tliat appeals 
to public credit with any other idea than that it is a means of 
anticipating an orderly income in the future, or that such an 
appeal to meet ordinary expenditures is unwarranted, will 
sooner or later encounter serious fiscal embarrassment. Pub- 

^ Cf. § 37. 
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nature of public credit. 

lie credit is a most useful instrument when employed under 
the direction of a wise and conservative policy, but the 
slightest disregard of those rules for its use laid down l)y the 
laws of its own nature will surely w^ork mischief to the State 
guilty of so serious an abuse. 

76. A Government Bond Considered as Commercial 
Paper. — To say that a State secures an income through the 
use of its public credit is equivalent to saying that a govenv 
merit borrows money. The tr*ansaction itself is a very simple 
one. Assuming adequate authority to have been granted by 
law, without which no act of the public administrator is bind- 
ing, the public treasury offers its bonds for sale in the same 
way and under very much the same conditions as a private 
corporation might do. The bond, whicli is a contract in the 
form of a simple promise to pay, names all the terms of the 
loan. It states in explicit language the respective rights r,f 
the contracting parties, and the price that will be offered for 
it, by which the cash proceeds of the loan to the government 
is determined, will depend in large measure upon the terms 
named. 

Quite a number of facts are implied in this statement that 
a government bond is a form of commercial paper, and that 
it is drawn as a contract between a borrower and a lender of 
capital, for, aUiiough the form of public credit is the same 
as that of private credit, its life or its character is essentially 
different. In the first place, although the transaction is in 
the form of a private contract, it cannot be overlooked that 
one party to the contract is a government invested with 
sovereignty, while the other is an individual vested with the 
rights of private property; from which it follows that the 
security which underlies a public bond, and wdtliout which 
it can possess no value whatever, is different from the security 
that underlies ordinary commercial paper. Confidence in a 
private bond is due to the fact that it is a mortgage as well as 
a note; that is to say, tlie contract gives the lender the right 
to enter into the possession of some definitely described pro- 
perty in case the borrower fails to meet his obligation. The 
holders of railway bonds, for example, can seize the property 
of tlie road, or of such portion of it as i.s mentioned in the 
bond, if the corporation fails to make payment of interest or 
of principal according to the terms of the contract. The 
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lender in this case finds his security in the contingent owner- 
ship of a specific piece of productive property. 

There can, however, be no such security in the case of 
public bonds, for the State, although a party to a commercial 
contract, is at the same time a political sovereignty, and for 
that reason cannot be approached by any of the ordinary 
legal processes. This explains why a public bond is not com- 
monly drawn as a mortgage but as a simple promise to pay; 
and, except when very weak or semi-barbarous states borrow 
money, the addition of the mortgage clause would not in- 
crease the confidence which a lender might feel that his money 
is safely invested. The State, being sovereign, cannot be 
sued except unc^er conditions which it itself prescribes, and 
even then, since tliere is no one higher in authority than itself, 
it must be the jtidge in its own case. 

Upon what, then, rests the confidence of the public that 
money loaned to the government is well invested ? The 
answer to this question is a simple one. A modern State 
is obliged to maintain its credit in order to retain its in- 
fluence. The difference between three per cent and six per 
cent in the ability of a government to borrow money is the 
difference between strength and weakness. An army may be 
defeated, warships may be destroyed, but as long as resources 
are abundant and at the command of the government at reason- 
able rates, that government may still retain its influence 
in the councils of the nations. It is the instinct of self- 
preservation which causes a public minister, jealous for the 
power and dignity of the government he represents, to be 
solicitously anxious that all public agreements should be 
strictly and even generously fulfilled. It is the importance 
of public credit to the State, taken in connection with the 
difficulty of its establishment and the ease wdth wdiicli it may 
be shattered, that is the basis of the confidence of lenders in 
the promises of a government. The reasoning upon which 
this conclusion rests is the same as that w'liich leads a banker 
to regard a bill of exchange as the safest of all ordinary invest- 
ments. Such bills must be honoured at maturity, or the man 
against whom they are drawn cannot longer continue in busi- 
ness. 

Although the State cannot divest itself of its sovereign 
character, the financier must, when he appears upon the 



520 


NATURE OF PUBLIC CREDIT. 


money market in search of funds, conform in all particu* 
lars to the conduct of private transactions. The motives to 
which he appeals must be those recognised by the commer- 
cial world, and the terms of the contract which he proposes 
must adjust tlicmselves to the needs of a successful bargain. 
In no other transaction which the public financier is called 
upon to contemplate can he forget so completely that he is 
the representative of a corporation clothed with the right 
to coerce its clients. It thus appears that the difiference 
between revenue by taxes and revenue by the employ- 
ment of public credit is a fundamental one. The former 
rests on coercion, the latter on agreement; the former em- 
phasizes the public interest wlien contemplating the relations 
of the State and the individual, the latter the private interest; 
the former makes its terms holding in view only its own needs 
and relative justice as between citizens, the latter adjusts 
its terms to the desires of a particular class of citizens. In 
determining whether or not a loan should l)e undertaken the 
government includes within its argument all those considera- 
tions of public policy or sovereign authority that pertain to 
it as government, but the process of loan-making and of loan 
management must follow the rules of private financiering. 

78, Industrial Effects of Public Borrowing. — The nature 
of public credit will be further disclosed by observing the 
industrial results that follow its employment. We shall not 
consider in this connection an operation in credits which ex- 
tends no further than to affect the form in which pu1)lic 
obligations exist, as, for example, the exchange of bonds 
bearing a liigher for bonds bearing a lower rate of interest. 
This is doubtless an operation in credits, but it docs not 
bring the government into competition with industries in 
their demand for capital, and on this account it lies 
outside the direct influence which public borrowing 
may exert U])on tlie industrial life of the nation. 1’he 
true method of analysis is suggested by the statement that 
capital is potential industry. Its quantity at any given time 
is limited, and, like all limited quantities, its em])loyment 
in one manner precludes its employment in another. The 
industrial effect of public borrowing, therefore, must show 
itself in the fact that capital* whicli might develop or 
sustain industries under the direction of private control 
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is taken over by the State; and if, as we shall assiiinc 
throughout the greater portion of this discussion, the capital 
borrowed is put to a non-industrial use, it is evident that the 
demand made by the State for funds through the placement 
of its bonds will disturb the orderly development of industry, 
if indeed it does not check that development or proceed so 
far as to cause the fall of industries already established. 

A complete analysis of the industrial effect of public 
borrowing will distinguish three cases, according as the 
government fills its loans at normal, at high, or at excessive 
rates of interest. 'Fhese cases will be considered in the order 
named, and, that the situation may be presented in a concrete 
manner, it will be assumed that the government is obliged 
to sell its bonds to procure funds with which to prosecute 
an expensive war. 

(i) Loans Placed at Ahinnal Rates of Interest , — A public 
loan whicli offers only the normal or usual rate of interest 
cannot affect established industries. It must be filled, if at 
all, from the fund of free capital, that is to say, ca|)ital which, 
except for the demand of the State, would be consumed in 
the pleasure of living or devoted to the extension of tlie 
fixed plant of the nation. While the rate offered by the 
government is no higher than tlie normal rate in the. com- 
munity no competition is established between investments in 
industries and investments in pul)lic bonds, and we are con- 
sequently justified in concluding that a jniblic loan so placed 
is followed by no unusual or ])ecu1iar industrial results. 

It is sometimes asserted that the offer of the government 
to pav interest on money loaned induces men to sa;T wliere 
otherwise they would not save, and for this reason that a 
public loan results in a positive advantage independently of 
the use that mav be made of its proceeds. There may per- 
haps be some truth in this suggestion for those nations that 
have not as yet developed a healthful system of private credits ; 
but as a rule it may be asserted that saving cannot be greatly 
stimulated by the offer of public bonds at normal rates of 
interest. 

It has als(.) Ix'cn claimed tliat the placement of a public 
loan must affect industries because it will be followed by 
a rise in the price of capitrfl, which is equivalent to saying 
that a government cannot fill a loan at a normal rate of in- 
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terest. This may be true, provided the demand of the govern- 
ment is in addition to the ordinary demand for industrial 
extension, and this will, of course, depend upon the purpose 
for which money is borrowed and the conditions under which 
the government appeals to the money market. If the pur- 
pose be industrial there will doubtless arise a certain degree 
of competition between the government as an undertaker and 
individuals as industrial promoters. Should the competition 
prove to be active a wise financier will defer his project, for 
the time in Avhich the government should become an investor 
of capital is when, through depression of business expecta- 
tions, there is a surfeit of free capital upon the market.* 

If, on the other hand, the purpose for which the loan is 
placed be to provide funds for a war there can be no “ extra 
demand ” for capital. The government may spend more, 
but individuals will spend less. Moreover, the uncertainty 
which attends a condition of war will tend to check private 
investment, and provided the government has adopted a sound 
fiscal policy for the conduct of the war, and provided the 
purpo.se of the war meet the approval of the public, it can 
at least secure what money it needs at normal rates of in- 
tere.st. Our general conclusion, then, needs no modification. 
A loan that proceeds no farther than to draw into the public 
treasury the free capital which at any time exists will not 
seriously affect industrial conditions. 

(2) Loans Placed at High Rates of Interest , — Let it now be 
assumed that the government needs more money than it can 
secure by offering the usual rate of interest, and that in con- 
sequence it raises the rate wdiich it offers above the normal 
rate. Provided its credit is not impaired the govern- 
ment will doubtless procure the money which it needs. 
What will be the industrial results that follow this second 
step in loan financiering ? It is clear that these results will 
depend upon the character and importance of the funds that 
are thus approached by the government, and it is therefore 
incumbent upon ns to inquire respecting those funds. 

There are three funds of capital that may be placed at 
the disposal of the government on account of its offer of a 

* The financial success of State railways in Prussia is largely ex- 
plained by the fact that they were purchased at a time of serious com- 
mercial depression. 
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rate of interest higher than the usual or accustomed profits 
accruing to industrial investments. In the first place, some- 
thing may be expected from a saving in personal expendi- 
tures, and here for the first time is it possible to trace a direct 
relation between public borrowing and industrial affairs. If 
commodities commonly consumed cease to be used in order 
that the money thus saved may be expended in the purchase 
of public bonds the producers of such commodities will cease 
to find their full employment, and the temporary embarrass- 
ment thus occasioned will, by a process familiar to the student 
of economics, react upon all industries. This at least would 
be the result were there no counteracting influences. It is not 
likely that a government would take this second step in the 
placement of a loan vv^rc it not in need of men as well as of 
money, and the embarrassment to which we have referred 
would in large measure l)e relieved by this fact. In the case 
of a war, for example, the men thrown out of employment 
as a result of the saving occasioned by tlie high rate of in- 
terest offered by the government would find employment in 
the army, upon which the capital thus collected would be ex- 
pended. 

The second fund of capital placed at the disposal of the 
government because of the high rate of interest offered re- 
sults from the abandonment of industries which were upon 
the stage of i)aying no profit before the government made 
its appearance as a borrower, and from tlie suspension of in- 
dustries which a change in demand has rendered tempora- 
rily, unprofitable. Fixed capital cannot, of course, be trans- 
ferred to the government; it is the circulating capital as 
represented by the proceeds of the last sales, or the accumu- 
lated surplus of past years, that must go to the purchase of 
public bonds. This is a fact of considerable importance in 
tracing the industrial results of the placement of a loan at a 
high rate of interest, for it shows that the influence of such a 
policy is limited by one of the simplest of commercial laws. 
Public bonds will not be purchased with funds necessary to 
maintain an established industry in a profitable state of ac- 
tivity except the rate that can in this manner be secured on 
the free capital gives rise to a larger annuity than the profit 
which accrues from the use oS the fixed capital. Were it not 
for this natural limitation of investments it might be dan- 
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geroiis for a government to offer a rate any higher than the 
established rate of profit in the community, for it would by so 
doing induce the abandonment of useful industries; as the 
matter stands, however, this second step in loan financiering 
may be of positive advantage to the community, inasmuch 
as the opportunity to purcliase public bonds may serve as a 
temporary refuge for investors who are seeking to change 
their line of investments. If the political policy of the govern- 
ment be the occasion of the embarrassment which necessi- 
tates a readjustment in investments there is in this fact an 
added reason for placing bonds at a high rate of interest. 

The third source from which government loans may be 
filled in response to an offer of high interest results from the 
increased activity of those interests which continue to enjoy 
their accustomed demand. The managers of such industries 
recognise that government bonds offer an easy investment 
at good rates for practically unlimited amounts. The possi- 
bility of an outlet for capital accumulated gives an added mo* 
tive for its accumulation, and the only means of securing this 
is through the application of greater energy or skill to the 
industries maititained. No one can say that the spirit of tech- 
nical invention or the ability of business organization has ex- 
hausted itself. On the contrary, there is every reason to 
believe that motive alone is necessary to bring yet greater 
talent to the service of the business world, if this be true, 
and if the offer of a high rate of interest can serve as a stimulns 
to energy and application, not only will the result be of im- 
mediate advantage, but it will entail remote benefits as ,well. 
While, then, it may l)e said tliat only an exigency can warrant 
the disturbance of estal)lisbcd business relations through the 
offer of a high rate of interest on public ])onds, it is ofjually 
true, provided tlic exigency in question, as, for example, a war, 
has disturbed those relations, that tlie commercial adjustment 
which must follow will be assisted rather than hindered by 
what we have termed the “ second step in loan financiering.’’ 

(3) Locnis Placed at Abiurrmally High Rates —The third 
vStep in loan financiering is taken when the government seeks 
to fill its loan by tlie offer of an abnormally high rate of in- 
terest, and it is a step commonly followed by most unfortu- 
nate results. The permanent kiterests of the treasury and the 
social interest of the community are alike opposed to the po- 
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Hey of borrowing money under conditions which necessitate 
the payment of abnormally high rates. A moment’s con- 
sideration will show why this is the case. 

So far as the interest of the treasury is concerned the ap- 
pearance of the government on the money market as a strong 
competitor for capital will tend to dry up the sources from 
which money may be secured through taxes. There is always 
at any given time a class of industries that stand upon the mar- 
gin of profitable returns, but should the established rate of 
profit be raised ]:)y the ofifer of a high rate on government 
loans many of these weaker industries would endeavour to 
release their capital from industrial investment to place it at 
the disposal of tlie nation — a procedure which curtails the 
fund from which taxes arc paid, while at the same time it in- 
creases the annual charge imposed upon the proceeds of taxes. 
Nothing could be more pernicious, and only imperative neces- 
sity could warrant the offer of excessive rates even as a tem- 
porary expedient. 

The social interest opposed to this policy is equally clear. 
Nothing can be more unfortunate for a community than an 
arbitrary and therefore a temporary change in the general 
scale of prices. Calculations become difficult and all business 
takes upon itself a more or less speculative character. The 
best illustration of such a change is the sudden rise of prices 
due to monetary inflation. But a similar result would follow a 
rise of prices due to tlie non-commercial rise in the accepted 
scale of profits such as would follow the offer by a govern- 
ment of abnormally high rates upon its loans. The govern- 
ment would doubtless get the money, partly, as we have 
said, from the release of capital from industries which have 
become relatively unprofitable, and partly by the unusual 
profits of those who sell goods produced at the old 
cost at an advanced price. In the competition that follows 
an arbitrary rise in the scale of prices the gain will always 
lie with those who possess goods that respond quickly to 
industrial changes, while the loss will be sustained by those 
who seek to sell goods that are commercially sluggish. There 
are many applications of this generalization, all of which show 
that the industrial readjustment which follows the placement 
of a public loan at unusually high rates of interest must work 
unfairly as between citizens. A single illustration will suffice. 
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The goods which the labourer consumes respond almost im- 
mediately to any change in commercial conditions, while the 
commodity which he sells is of all commodities the most 
sluggish in its movements. This being the case, it is evident 
that during the period in which wages are rising as the re- 
sult of the increased cost of living the employer is in receipt 
of an unusual profit. The funds tlins concentrated in his 
hands may perhaps go to the purchase of public bonds, but 
it is certainly a result that no government can contemplate 
with satisfaction, that the burden of its loan is borne by one 
class of its citizens wliile the advantage is enjoyed by another. 
The placing of a loan under the conditions assumed tends to 
the unequal distribution of wealth, it intensifies class relations, 
and from every point of view must be regarded with disfavour. 
A wise government will foresee these pernicious restdts of an 
extensive application of the loan policy, and provide in time 
against the necessity of appealing for funds by the offer of 
excessive rates of interest. 

Our general conclusion, then, is as follows : Loans at nor- 
mal rates of interest are followed by no very important indus- 
trial results; loans at a rate slightly in advance of the normal 
rate will disturb somewhat the placement of capital, but, pro- 
vided the occasion of the loan is such as to cause a readjust- 
ment of commercial relations, the action of the government 
may be regarded as positively advantageous ; but to carry the 
rise in the rate of interest so far as to become itself a cause 
for commercial disturbance would be followed by results for 
which no conservative government would care to be resppn- 
sible. No part of financial administration calls for a keener 
business sense than the placement of government loans. 

79. When may Public Credit be Employed? — This ques- 
tion, which is naturally introduced by the foregoing analysis, 
will lead to a yet clearer appreciation of the nature of public 
credit. As already remarked, credit gives rise to anticipatory 
revenue. The placement of a loan must sooner or later be 
followed by the levy of a tax. We need not argue this point, 
for no writer or statesman since the seventeenth and 
eighteenth centuries has claimed that a public debt is a 
public blessing. Nor is a public debt a public evil. Public 
credit, considered by itself, has no moral or social quality 
whatever. It is one of several means of procuring public 
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funds. Unless the government is in need of money neither 
a loan nor a tax can be justified; but, assuming that one or 
the other of these means of securing money must l)e em- 
ployed, a great deal depends upon the choice of means made 
by the financier. 

Coming at once to the answer of the question asked, for 
we are not at liberty to enter upon an extended analysis, it 
may be said that there are three objects for which a govern- 
ment may j>roperly borrow money. These are as follows: 

To cover a casual deficit. 

To provide funds for an emergency. 

To provide funds for industrial investment. 

(1) Loans may be Used to CozTr Casual Deficits . — In a pre- 
vious chapter the question of a deficit in specific appropria- 
tions was brought to the attention of the student, and it was 
concluded that an efficient fiscal system will provide some 
means by which an inadequate appropriation may be made 
good in order that the projects approved by the legislature 
need not be embarrassed in their execution. Tlie question 
that now claims consideration pertains to deficiency in general 
income rather than to deficiency in a specific appropriation. 
In discussing this question it will be assumed that there is 
ample revenue legislation, but that for some reason the in- 
come of a particular year has fallen short of the accustomed 
income. It may also be assumed that the loan under con- 
sideration is an act of the legislature and not of the govern- 
ment, since in this manner we avoid the intrusion of any 
parjiamentary or constitutional questions that might be raised. 
Under such circumstances the claim here urged is that a 
sound system of finance will make orderly provision for cover- 
ing a possible casual deficit by a temporary loan. 

The reasons wdiich favour such a conclusion are three: In 
the first place, there being an orderly and wTll-recognised pro- 
vision against a deficit, its appearance cannot operate to the 
injury of public credit or public administration. The psy- 
chology of the crowd is not very well understood, but one of 
its minor laws is that in matters pertaining to public policy the 
opinion of the public is less sensitive to an event, no matter 
how threatening it may be, than to an apparent lack of prepa- 
ration on the part of the govei;nment to make headway against 
it. It is not enough that a people have resources ; the govern- 
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merit must have the means of availing itself of those resources 
without hesitation and without exciting comment. 

In the second place, the only provision against a casual 
deficit is found in such an underestimation of income or over- 
estimation of expenditures as to guarantee a constant surplus. 
It is therefore necessary to inquire which is preferable in 
public financiering: close estimates with possible deficits and 
temporary loans to cover them, or loose estimates with broad 
margins for contingencies and a probable surplus. The ques- 
tion being presented in this manner, we answer without hesi- 
tation that a wise fuscal policy will approve deficit rather than 
surplus financiering. This is true because a constant excess 
of income over approved expenditures will exercise a bad 
moral influence on the legislature and induce it to approve 
expenditures without scrutiny which under other conditions 
would be disallowed. It is a wise rule that no new expendi- 
ture should be voted until after the legislature has considered 
the ways and means by which it is to be met. Legislation 
in the presence of an overflowing treasury is sure to be foolish 
legislation. This point, like the former one, seems so clear 
as to require neither illustration nor comment. 

The third reason in support of a policy of temporary loans 
can only be approached indirectly. It will l)e noticed that the 
loans here contended for are temporary loans, and it is evident 
that this must be the case, since otherwise a policy of deficit 
financiering would lead to a constantly increasing public debt. 
There is no warrant in the above argument for permitting 
the average income for a series of years to stand below the 
average of expenditures for the same period. It may be tfiat 
the casual deficit which was the occasion of the loan is due 
to a reduction of imports, in which case it may confidently 
be expected that revenue will recover when business revives, 
and it is no slight advantage of the loan policy that the deficit 
of a poor year may be thus thrown over onto the surplus of a 
good year. The necessity of a change in the revenue laws, 
than which there can be nothing more pernicious, may be thus 
avoided. The great service of a policy of temporary loans, 
therefore, is found in the fact that it relieves a legislature from 
the necessity of too frequent changes in the rates of taxation. 

One word further may be added respecting this policy. 
Like all forms of credit financiering, it will succeed or fail 
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according to the provision made for it in the orderly revenue 
system. The need of an elastic revenue has already been pre- 
sented ; it may now be observed that the easy administration 
of a policy of temporary loans demands a mobile revenue as 
well Were it possil)le that the surplus and the deficit of a 
series of years could balance the issue of loans to cover de- 
ficits need be the occasion of no tliougiu on the part of the 
financier; but such a balance cannot be ex})ectcd, and on this 
account the financier must attain this balance through the 
adjustment of income. To do this in such a manner as nut to 
disturb the general revenue system it would seem wise that a 
few specific taxes be i)laced at the disposal of the financier, 
the rate upon wliich might be raised or lowered annually ac- 
cording to the demands of temjiorary loans. Suppose, for 
example, that a tax on the import of tea be assigned 
to this service, or such portion of it as may be necessary, 
to move the income of the government up or down according 
to the exigencies of the temporary debt, the revenue system 
a.s a whole would be unaffected by a surplus or a deficit, the 
government would have no excuse for an increase in its per- 
manent debt, and no industry within the country would in any 
way be affected by the modification of the tax. 

We therefore conclude for the three reasons named that 
temporary loans are a legitimate part of an orderly fiscal sys- 
tem, but in the establishment of this jiolicy the legislature 
must make ample provision for its successful administration 
by assigning to its service a mobile revenue. 

(2) Loans may he Used to Meet a Fiscal Eineri^eney. — By an 
emergency is meant any calamity, or threatened calamity, 
which gives rise to an immediate demand for public funds. 
A war or threatened invasion may be regarded as siicli an 
emerg'ency. Under sucli circumstances a government is juS' 
titled in borrowing money and for tw'o reasons : 

First, the demand for money being due to an emergency, 
the government cannot wait to secure it by the levy of new 
taxes. Experience sliows that consitleral)le time is retjuired 
to bring a new tax into working order. In t8i 2, hu* example, 
a direct tax was levied to provide for the war that Congress 
had seen fit to enter upon, l)nt the tax did not become produc- 
tive until two years after it was levied, and tlie largest amount 
of revenue accruing from it came to the government in 1816, 
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after the emergency had passed away. Nor can an emergency 
demand be met by raising the rate of existing taxes ; for, in 
the first place, it is not sure that such a measure would, under 
the commercial conditions of a threatened war, result in an 
increase of the revenue, and, in the second place, arbitrary and 
unadvertised changes in a revenue system do not lie within 
the contemplation of reputable states. 

Second, the only other means of providing against an 
emergency so as to avoid the necessity of borrowing lies in 
the accumulation of a surplus which can be used when the 
emergency arises. This is regarded as sound financiering 
when followed by private corporations, although it must be 
said that even in this case the larger the enterprises con- 
sidered the more difficult will it be to make use of an accu- 
mulated surplus. If this surplus be invested in profit-bearing 
obligations it is apt to fail of its purpose when most needed, 
because such obligations could not be easily sold on a strin- 
gent market; an uninvested surplus, on the other hand, would 
be a very expensive sort of commercial insurance. As ap- 
plied to the government, however, the policy of storing up 
money or values as against a future contingency is without 
reason. If it consist of specie, not only will its accu- 
mulation act as a contraction of that portion of the cir- 
culation vvliich is the basis of all credit relations, but its 
expenditure, which from the nature of the case must be 
almost instantaneous, will act upon the circulating medium 
like the discovery of an umisvially productive mine. Nothing 
could be worse than this slow contraction of the world’s specie 
to be followed by sudden inflation. To say nothing of the 
commercial disasters that would follow such a policy, a 
government itself would be greatly embarrassed by the in- 
fluence which such a policy would exert upon the price of 
those things which it might be called upon to purchase, 

If, on the other hand, this reserve be made up of interest- 
bearing- obligations tlie policy presents itself in no more 
favourable light. The difficulty comes when the govern- 
ment seeks to make use of its fund of invested capital. 
No government would care to use such obligations as 
collateral security, for it would be simpler and equally cheap 
to borrow the money outright,; nor could the govern- 
ment sell its securities to advantage, since, the occasion 
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of the sale being a public emergency and the amount 
thrown upon the market large, their price would in- 
evitably fall. Only in the case of barbarous states operat- 
ing in the midst of civilized states of higher credit can 
any reason be urged for the accumulation of a war fund, and 
then only when such states possess sufficient sagacity to 
purchase the highest priced bonds that the world offers. It is 
theoretically possible for a government without credit dealing 
in the values of a government of unblemished credit to realize 
more by the sale of foreign obligations than by the issue of its 
own obligations, but a people possessing such sagacity would 
be likely to enjoy a high credit of its own, in whicli case the 
argument would not apply. 

The unreasonableness of this policy is further seen when it 
is noticed that the transaction contemplated is merely a trans- 
action in credits. The sale of an accumulated investment is 
equivalent to the placement of a debt, and the accumulation 
of an investment preparatory to sale is ecpiivalcnt to the pay- 
ment of a debt. It cannot be argued that by means of pre- 
vious accunuilation a government is enabled to secure more 
money than would otherwise be the case, or to increase its re- 
ceipts more quickly or more easily than by the simpler process 
of borrowing money ; for the fund of free capital is at any time 
a limited quantity, and any portion of it absorbed by the sale 
of existing o])ligations cannot be absorbed by the sale of newly 
created obligations. Why, then, should a government impose 
taxes in time of peace in order to accumulate a fund against 
an emergency if, when the emergency comes, the fund renders 
no service that cannot be as well, if not l)etter, rendered by 
the sale of new obligations ? The most efficient provision 
against a fiscal emergency consists in a flourishing condition 
of industry, and a government which deserves the confidence 
of its subjects will be able to obtain immediately and for the 
asking all the money it may need. The danger which lies in 
credit financiering is, not that a government cannot by means 
of it obtain funds to make headway against an emergency, 
but rather that the ease with which funds can be obtained will 
induce a government to declare an emergency where none 
exists. Our conclusion, then, is that a fiscal emergency as well 
as a temporary fiscal embarr;jssment warrants the employment 
of public credit. 
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(3) Loans may be Used io Procure Funds for Public Invest- 
ment , — The third occasion for the eniployment of public credit 
arises when an extensive scheme of public investment has been 
voted by the legislature, a statement for the support of which 
two reasons may be ])resented : 

In the first place, this is the only economical method of 
going to work. Were it ])ossible to proceed slowly with the 
work the necessity of collecting a sufficient amount of capital 
at the beginning to carry the enterprise to completiim might 
not be imperative ; but it is not possible to proceed slowly 
with such enterprises as are now under consideration, as, for 
example, railways, levees, dredging of rivers, and the like, 
for not only are such enterprises unable to bear an inter- 
rupted construction without damage to the work already done, 
but the part that is finished represents an idle investment until 
by completion the whole may be put in operation. Improve- 
ments of tills character should be carried through from start 
to finish rapidly and without interruption. It is thus evident 
that small annual appropriations are condemned by both tlie 
engineer and the financier. 

Sucli being the case, the only means of obviating a debt 
would be to levy a tax adequate to the demands of the en- 
gineer, l)ut such a policy would disregard that |)rinci[)le of 
finance whicli asserts that a sound taxing system must be 
stable. Clianges in rates, and the shifting of commercial con- 
ditions wliich sucli changes entail, are freciuently a more 
serious Inirden to Industry than the ])ayment of a tax. 
This burden may l)e obviated by tlie ])lae(*ment of publlj^' 
bonds, for tlie |)aynient of tlie Ixonds (so far as it comes from 
taxes), being spread over a series of years, will be tlie occasion 
of no rlisturbance or serious cliaugc in tlie form or rate oi 
taxation. There is, then, economy in the loan policy, whether 
regarded from the |)oint or view of the enterprise undertaken 
or of the relation which the enterprise holds to taxes. 

The second reason for the employment of credit in collect- 
ing capital for public industries is limited in its application 
to investments that arc industrial in character. An industrial 
investment, as the jdirase is here used, is peculiar in that the 
service which it renders may be particularized and a payment 
for it demanded from the individuals who enjoy the service. 
A railway owmed and operated by the State is an illustration 
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of such an investment. In the case of such an enterprise it is 
generally conceded tliat the capital required should be sup- 
ported by the charges for service rendered, a result which 
could not easily and naturally be accomplished were the 
governnient to [)r(>curc the funds without the creation of a 
special class of obligations. It thus appears that the policy 
according to which the contemplated work shall be adininivS- 
tered is involved in the means in which it is set on foot; and 
to render more easy a commercial management it seems wise 
to adopt commercial methods at the outset. Tliis means that 
the funds for an industrial investment should be collected l^y 
the sale of bonds resting in the first instance on the enterprise 
in question, but rendered salable at a high price by the fact 
that the general revenues of the State are mortgaged for their 
payment. 

The three occasions which have been presented are believed 
to be the only ones which justify the use of public credit. 
They are : the rise of a casual defk'it, the appearance of a 
serious emergency, and the voting of extensive public works. 
The nature of public credit is clearly exposed by the use 
which may be justly made of it. The great service wdiich it 
renders is to give steadiness to the fiscal system, which, after 
all, is the chief mark of successful financiering. Public credit 
as a source of revenue cannot be regarded as a casual expe- 
dient. It is an integral part of a well-ordered fiscal system 
the recognition of which would save many peoples from the 
abuses now practised in the employment of their credit. 



CHAPTER II. 

EMPLOYMENT OF PUBLIC CREDIT. 

Emergency Financiering. 

Investment Loans. 

It is the purpose of the present chapter to consider some 
of those fundamental ({uestions that arise in the employment 
of public credit. So far as temporary loans are concerned 
nothing need be added to what has been already suggested 
in the foregoing chapter. Provided efficient rules have been 
framed for estimating income and expenditure, and provided 
the revenue system possess adequate n)ol)ility, the financier 
can answer all questions that arise in connection with a policy 
of temporary loan financiering by the application of simple 
business principles. lEit this is not true of emergency or of 
investment financiering, and for that reason the employment 
of public credit to meet an emergency or to provide funds 
for investment calls for special consideration. 

79. Emergency Financiering. — There are many sorts of 
emergencies to which the finances of a nation are exposed, 
a complete presentation of which would require their defini- 
tion and classification, to be follow'ed by a consideration of the 
peculiar fiscal necessities of each. This, however, we shall 
not undertake, but, selecting the most serious of all emer- 
gencies that can occur in the life of a nation, we shall content, 
ourselves with a discussion of the appropriate management 
of a public treasury in time of war. In a sense the en- 
tire subject wdll be presented by this method of procedure, 
for the rules and principles arrived at in studying the necessi- 
ties of war financiering may be applied, though in a modified 
form, to all classes of fiscal emergencies. 
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It will be of some advantage to grasp at the outset the 
magnitude of the operations that may be forced upon the 
public treasury by the advent of an expensive war. In the 
War of the Rebellion, for example, it was necessary for the 
government within the space of four years to increase its 
revenue from 65.2 millions of dollars to 960.6 millions of 
dollars. To express the problem in another way, the expen- 
diture of the government in 1861 was about two per cent of 
the gross product of the nation; in 1865 it w^as in excess of 
twenty-six per cent of the gross product. This is indeed an 
emergency, and to administer a public treasury under such 
circumstances so as not to involve the nation in ruin demands 
a clear policy firmly follow^ed from the beginning to the end 
of the period of financial distress. Reasons have already been 
submitted why reliance cannot be placed upon taxes as the 
exclusive means of procuring funds in time of fiscal emer- 
gency ; and were one inclined to ciuestion the adequacy of 
these reasons it would seem that a statement of the 
magnitude of possible demands ought to be final against 
the policy wdiich aims to support a w^ar by taxes alone 
should a financier have the temerity to undertake it. Use 
must be made of credit, but the financier ought to use it 
in such a manner as not to destroy it Under no con- 
ditions is the maxim laid down in the Introductory 
Chapter of this treatise more important than in connection 
with war financiering. That maxim, it will be remembered, 
is that a sound fiscal system will not tend to dry up the source 
o| revenue upon which it relies. 

If new taxes cannot be used as the basis of war financier- 
ing to the exclusion of credit it is equally true that credit 
cannot be so used to the exclusion of new taxes. Both reason 
and experience may be brought to the support of this asser- 
tion. Credit cannot sustain itself. It must be based on 
revenue, and as the ordinary expenditures of tlie nation are not 
materially decreased on account of a war, the income from 
taxes must at least be increased to cover the interest which 
accrues on the loans contracted. To do less than this would 
be to base credit on credit, a procedure wdiich w^ould 
inevitably lead to financial disaster. It dries not. then, seem 
necessary to consider at length this phase of credit financier- 
ing. It is not approved by business practice, and has never, 
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SO far as the writer is aware, been fonnally put forth as a 
theory for the financial manag*ement of a war. 

Adniittiiig, then, that interest payments at least must be 
drawn from new taxes and not taken from the proceeds of new 
loans, we come next to inquire if all war e xpenditures, exclusive 
of interest payments, should be made throuj^^li loans ? In tliis 
form the question is worth serious discussion, for the policy 
thus brought to notice has been a favourite one with financiers. 
There is, of course, no reason, so far as the mathematical ilieory 
of a fiscal policy is concerned, wliy such a programme might 
not succeed ; but when it is observed that a great war modi- 
fies the establislied demand, changes the current of industry, 
and diverts the course of employment, in short, substitutes a 
condition of war for a condition of peace, it must be acknowl- 
edged that other elements besides those embraced within a 
mathematical expression ought to be recognised. In 
ordinary times when tliere is no question respecting the 
stability of the State and no fear of radical nu?asures 
of any sort it may be adeejaate for the siipj)ort of a 
credit policy that provision is made for interest charges ; but 
in times of excitement and rapid change, no matter what the 
occasion may be, it is essential for the support of credit that 
the government show manifest strength. It must resort to 
taxes with sufficient vigour to prove tliat in a degree at least 
it is independent of the money-lender. A financial policy 
which proposes to rely on credit to the exclusion of taxes 
show's weakness at the outset and will tend to depress the 
credit it is designed to use; a financial policy, on the ot^er 
hand, which proposes to rely on taxes, but to supplement 
them so far as they may be inadccjuate by the issue of loans, 
is an evidence of fiscal vigour and will tend to strengthen 
credit even before the newly levied taxes have become pro- 
ductive. 

It is not necessary to enter upon an extended analysis for 
the support of such a conclusion, for there are many illus- 
trations in the history of war financiering of the inadequacy 
of loans when not based on the expectation of clear revenue. 
The policy of carrying on a war by means of credit was adopted 
in the United States in 1812 and again in 1861, and in both 
cases proved to be weak and inefficient. In support of this 
statement the financial management of the war of 1861 may be 
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very briefly presented.* The report in which Secretary Cliase 
presented his plan to Congress was rendered in July, t86i. 
After calling attention to the large snnis required by “ the 
existing emergency,’' and asserting that deficiencies in the 
revenue must he supplied from loans, he states that the 
problem to be solved is that of apportioning loans and taxes 
in a proper manner.'* This is certainly a correct statement 
of the problem. The view entertained by the Secretary as to 
the proper apportionment of loans to taxes is suggested by 
the following quotation from his report : 

“ It will hardly be disputed that in every sound system of 
finance adetjuate provision by taxation for the prompt dis- 
charge of all ordinary demands, for the punctual payment of 
the interest on loans, and for the creation of a graclually in- 
creasing fund for tlie redemption of the princijial is indis- 
pensable. Public credit can oidy be supported by public faith, 
and public faith can otdy be maintained by an economical, 
energetic, and prudent administration of |)ublic affairs, and 
by the prompt and punctual fulfilment of every public obliga- 
tion.” 

'fhis financial policy may be more clearly apprehended if 
we notice the estimates jiresented hy the Secretary, lie pro- 
posed to raise $8o.O(X),ooo by taxes as against $240,000,000 
by loans. Of this amount of clear revenue $65,800,000 were 
required to meet the ordinary ex])eiulitures of the peace estab- 
lishment. It was believed that existing laws would provide 
about $60,000,000, from whicli it followed that new taxes to 
the amount of $20,000,000 were required. Of this sum 
$9,000,000 were to be devoted to payment of interest upon 
the new debt, and $5,000,000 to the establishment of a sink- 
ing-fund for its final ex])ungement. Such was the financial 
plan upon which thi.s great war was l)egun. 

In the December report, 1861, the Secretary declared re- 
newed confidence in the financial plan which he had previously 
presented. It was found, however, that receipts from customs 
and from the sale of public lands had fallen off, and there 
seemed, therefore, just ground for apprehension lest existing 

* I shall avail myself of the account of the financial management of 
this war to be found in my “Public Debts," pp. 126 to 133 inclusive* 
In the same treatise will be found an account of the financial manage- 
ment during the War of 1812, pp. iit to 125 inclusive. 
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taxes should fail to support the peace establishment and the 
loans which the government chose to place. This fear of a 
deficit from ordinary sources of revenue impressed itself upon 
the mind of the Secretary, and, in consequence, he proposed 
additional duties on tea, coflfee, and sugar, a modification of 
the income tax so as to render it more productive, and a tax 
on whiskeys, tobaccoes, banknotes, instruments of conveyance, 
and the like; in short, he proposed the establishment of a 
system of internal duties. Now all this has the appearance 
of an abandonment of the loan policy, and the adoption of the 
policy of carrying through the war by taxes, but this is true 
in appearance only. The total sum of clear revenue hoped 
for from all these sources of income was but $90,000,000, and 
this, as the Secretary said, was not more than enough to meet 
even economized disbursements, and pay the interest on the 
public debt, and provide a sinking-fund for the gradual reduc- 
tion of its principal.'' It will be seen at a glance," says the 
report in another place, that the amount to be derived from 
taxes forms but a small portion of the sums required for the 
expenses of the war. For the rest reliance must be placed on 
loans." 

It was in the latter part of the year 1863 and during the 
first part of 1864 that the inadequacy of the loan policy as a 
basis of war financiering forced itself upon the minds of those 
who managed public affairs. “ To check the increase of 
debt," says the Secretary, must be, in our circumstances, a 
prominent object of patriotic solicitude." And again: 
“ Hitherto the expenses of the war have been defrayed by 
loans to an extent which nothing but the expectation of Its 
speedy termination could fully warrant." The report then re- 
stated the financial policy as adopted in 1861 and continued: 

The financial administration of the first fiscal year after the 
outbreak of the Rebellion was conducted upon these ideas. 
The Acts of Congress at the extra session of July, 1861, were 
framed with the intention of supplying the full amount of 
revenue demanded by them. But receipts disappointed ex- 
pectation, and it soon became obvious that a much larger 
proportion of the means needed for the fiscal year 1862 than 
the principle adopted would allow must be derived from 
loans." 

But the most interesting expression in this document per- 
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tains to the estimates for probable future demands : These 
statements/* says the Secretary, referring to the estimates, 
‘‘ illustrate the great importance of providing beyond all con- 
tingency for ordinary expenditures and interest on debt, and 
for the largest possible amount of extraordinary expenditures, 
by taxation. In proportion to the amount raised above the 
necessary sums for ordinary demands will be the diminution 
of debt, the diminution of interest, and the improvement of 
credit. It is hardly too much — perhaps hardly enough — to 
say that every dollar raised for extraordinary expenditures or 
reduction of debt is worth two in the increased value of na- 
tional securities and increased facilities for the negotiation of 
indispensable loans.” 

Could this truth have been recognised at the beginning 
of the war, and could it at that time have influenced the 
treasury policy, subse(pient financial history would have been 
materially modified. 

It is somewhat difficult to exhibit accurately the rapid 
fall of public credit from i86i to 1866, but I have undertaken 
in the following statement to aj)proximate such an exhibit 
by showing the specie price of all the obligations issued dur- 
ing the war. The computation has been made by estimating 
the value of the total receipts from credit for each quarter at 
the average price of gold during that (luafter. The only 
source of error in this metliod arises from the fact that the 
average price of gold for any three months may not be the 
actual price at wliich the proceeds of bonds were covered into 
the treasury, but any closer computation requires more com- 
plete data than the authorities at Washington have yet given. 
It is, however, believed that the conclusions may be relied 
upon as substantially correct. 

It seems superfluous to comment on such figures as these. 
A treasury administration that permits the. credit of a wealthy 
people to decline so that its obligations fall fifty per cent and 
remain there for a year can hardly be called successful. Yet 
the results here displayed, as also the forced circulation of 
treasury notes, follow naturally from the attempt to carry 
tlirougli a war by loans. 

What, then, it may be asked, is the correct plan for the 
administration of a public; treasury during the continuance 
of a war ? To answer this question in detail would require 
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the repetition of many principles that have already received 
consideration, but it may be asserted as a general statement 
that a sound policy of war financiering is only possible on the 
basis of a sound revenue system throughout, and it is espe- 


TAirnE SHOWING TREASURY RECEIPTS FROM PUBLIC OBLIGATIONS 
OF ALL SOK'l'S FOR lOVCH QUARTER DURING THE WAR AND 
THE GOLD VALUE OF SUCH RECEIPTS E:STIMATEU ON THE 
AVERA(iE PRICE OF GOLD FOR EACH QUARTER. 


Suinmaiy. 

Gross Receipts | 
from Debt Created.! 

i 

Gold Vahic of 
Gross Receipts. 

Percentage 

Realized. 

For the quarters ending 

I 

^6.094,720,267 

$5,952,713,284 

97.67 

March 31, 1B62 

June ao, “ 

20,904,920,381 

20,023,076,359 

95-78 

Sept. 30, “ 

6,893.442,036 

5.90. sys., 394 

86.54 

31, “ 

i 13. 163. 147. 040 

10,125,093.3951 

76.92 

64.51 

March 31, 1863 

' 17.856,975.925 

JI.5i9.535.l69l 

June 30, “ 

21,646,000.7491 

14,582,914,747 

67.37 

Sept. 30, “ 

11,826,749.175; 

8,080,050,648 

75.93 

Dec. 31, “ 

15,045,084,3851 

10,086.224,572 

67.40 

March 31, 1S64 

19,192,210,442! 

12,022,000,620 

62.64 

June 30, “ 

23.537.179.192 

12,258,162.923 

5208 

Sept. 30, “ 

14.773.582.242 

6,129,559,272! 

41.49 

Dec. 31. “ 

17,990.867,429 

8,036, 5 20, 4 80j 

44.67 

March 31, 1865 

17.531.337.672, 

8,809,497,180 

50.25 

June 30, “ 

36,190,562,5741 

25.340,631,914; 

70.02 

Sept. 30, “ 

For the years ending 1 

13.876,572,722 

9.703.387,304 

1 

69.93 

Dec. 31, 1862 

47,056,230,624 

42 .o<> 5 , 778 . 432 i 

89-39 

“ 31, 1863 

66.374,816,234 

45 ,i 68 , 725 .i 3 <> 

68.05 

“ 3U 

75.493.5^39.305 

38,446,243.295 

50.93 

Sept. 30, 1865 

For the forty-five months 

67,598,472,968 

43.854.016,398 

64.87 

of the war 

256.523.359.131 

169.534.763.261 

66.09 


cially important that the taxing system should be so organized 
as to be capable of rapid and eavsy expansion in case of an 
emergency. It may not be necessary to increase the revenue 
from taxes in any great degree, but some movement in this 
direction must be manifest in order to impress upon the money- 
lender the fact that the revenue machinery of tlie government 
is under perfect control. Provided the importance of prepa- 
ration in time of peace for the advent of war is duly appre- 
ciated, the task of making such provision is by no means 
difficult. It is only necessary that the basis of the established 
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system be so broad, and the rates at which it operates so low, 
that increased revenue will result from increased rates, and 
that, provided the CKig-ency continues, new taxes of the old 
sort may be ):)rouglit into operation. Applying this to the 
situation in the United States, it may be said that elasticity of 
revenue cannot be expected from customs duties, but that 
excise duties may be made elastic, provided tliey are not levied 
at the maximum revenue rates during years of peace. More- 
over, an internal-revenue system, even tliough it be narrow 
during years of peace, as is the case with the internal-revenue 
system at the present time, can be so easily expanded through 
the machinery already in existence that a law authorizing sucli 
expansion would act upon credit as though the new revenue 
were already in hand. The Federal Government is not in a 
very bad condition as matters now stand, and if to tlie sources 
of revenue which it already enjoys there is added the taxation 
of internal commerce, and if the rates imposed are adjusted 
throughout with due regard to elasticity and control, no ex- 
cuse could be found for a financier who should fail to carry 
the country successfully through the exigencies of an expen- 
sive war. 

It is not possil.)lc to state definitely the proportion of loans 
to taxes acceptalde to a sound system of war financiering, for 
the elements that enter into tlie situation will be different, 
or at least present themselves in different ratios, in every 
special case. We may, however, venture one step in the di- 
rection of formulating a rule for the financial management 
of a* war. At tlie beginning of liostilities revenue from loans 
may jwopcrly outlialance revenue from taxes, a ratio, how- 
ever, which must be gratlually reversed until the chief burden 
of a long'continued confiict shall rest upon the proceeds of 
taxes, ddiis will find support in the fact that the necessity 
for loans is greater at the outset than when tlie newly levied 
taxes have l)een brought into a productive slate of activity. 

Rut a more convincing reason in favour of the rule is sug- 
gested by the industrial effect of a long-continued war. The 
greatest strain to which the industries of a country are sub- 
jected by the advent of a war arises from the necessary ad- 
justment of labour to new lines of demand. This does not 
seem to be duly appreciated by wu'iters on finance. They do 
not perceive that the chief strain upon a treasury policy comes 
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at the beginning of a war. A condition of war is not a con- 
dition of peace from any point of view, and the industrial 
transition from the one to the other is always attended with 
danger and may prove the occasion of disaster. But if the finan- 
cier can bridge over this chasm and establish business firmly 
on a basis of war conditions he can extend his taxing system 
with as much confidence as if the people were living in a 
state of peace. It is during this period of industrial re- 
adjustment that public credit renders its most significant ser- 
vice to the administration. At no future time during the 
continuance of a war can such strong reasons be urged in 
favour of its employment. 

It seems, then, that an adequate policy for the management 
of war finances is a tax policy assisted by credits rather than 
a credit policy assisted by taxes. It contemplates an increase 
in the revenue from taxation which shall be gradual and con- 
stant until the war demand is met from the proceeds of estab- 
lished taxes. The service of loans is to enable the financier 
to bridge over the time between the outbreak of hostilities 
and the productivity of newly levied taxes. 

80. Investment Loans, — The character of a loan, as also 
the rules pertinent to its management, depends in large 
measure upon the purpose for which the loan is contracted 
and upon the kind of revenue of which it is an anticipation. 
This being the case, it is evident that the principles which 
underlie the act of borrowing to cover a temporary deficit 
or to make headway against an emergency demand will not 
apply, at least without modification, when the government 
borrows for the purpose of making an industrial investment. 
The conditions arc different; the purpose is different: tlie 
marks of successful administration are different. A complete 
analysis of this important subject would carry us beyond the 
proper limits of an elementary treatise, but we may venture 
a few considerations by which such an analysis should be 
directed. 

In the first place, it is nece.ssary to distinguish between 
an investment dc.signed for an unpaid or an underpaid service 
and an investment designed for commercial administration. 
The purchase of grounds for a public park, the construction 
of canals or the dredging of streams, the material equipment 
for public schools, and other like services, may be accepted 
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as illustrations of non-commercial or g^eneral public invest- 
ments; the building and equipment of a railway, the creation 
of a system of forestry, the opening of public mines, or the 
construction of any of the so-called municipal industries for 
which there is a specific payment for a specific service, are 
illustrations of commercial investments. This distinction is 
a fundamental one in determining the character of investment 
loans, for it shows that non-commercial loans are in antici- 
pation of revenue from taxes, while commercial loans are in 
anticipation of revenue that accrues from the rendering of a 
service. The former are a special class under a general cate- 
gory, the latter form a class by themselves. 

The defence of a non-commercial investment loan is found 
in the engineering necessity of carrying a work once under- 
taken to its completion rapidly and without interruption. Al- 
though the work itself rests on taxes, it shoukl be provided 
for by a ])ermanent appropriation adequate to the payment 
of the entire cost within a definite period. The lengtli of time 
during which this i)ayment should continue, that is to say, 
the duration of the debt, will of course depend upon the 
character of the work. If it be of a transitory sort, or sub- 
ject to the deterioration of use or of fashion, the payments 
must be large and the duration of the payments sliort: imieed, 
a work that is to last for a few years only should very rarely 
be undertaken except with cash in hand, for notliing indicates 
more surely an abuse of investment loans tlian the continuance 
of a debt after the decay of that for which tlie del)t was 
created. If, on the other hand, the work contem])lated be 
one that is likely to remain in use for a long time it is legiti- 
mate that the annual j)ayments should be relatively small and 
the duration of the debt more extended. It will be safe, how- 
ever, to lay it down as a rule that an investment loan should 
never take upon itself the form of a ‘‘ perpetual debt.” It 
is not necessary to follow further the characterization of non- 
commercial investment loans. All that is important for our 
present purpose is to recognise that they form a special clas.s 
of obligations. 

It is a little more difficult to state clearly the character 
of public credit when employed to secure funds for a com- 
mercial investment. This is ini part due to the many forms 
in which public investments of this sort present themselves; 
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it is in part due to the fact that such an employment of public 
credit involves all those considerations which separate a 
special from a general governmental service ; but it is more 
fully explained when one observes that the fundamental dis- 
tinctions between a jniblic and a private industry work their 
way back to the process of borrowing, which is the first step 
toward the establishment of any important public work. 
These considerations and distinctions have already received 
attention, and the student is at liberty to remind him- 
self of them and to apply them as general principles to 
the (]uestion in hand. Wliat we are about to suggest is par- 
ticular rather than general in character. 

From the i)oiiu of view of the borrower it is not neces- 
sary to distinguisli between a commercial and a non-commer- 
cial loan. The credit upon which he relies is the same in 
either case. He does not feel called upon to investigate the 
probable success of the enterprise to be undertaken, since for 
him it is sufficient to know that the State is jealous of its 
credit, and that the resources of the government are ample to 
meet all obligations. It is not surprising, therefore, that the 
lender does not insist upon a classification of jniblic obliga- 
tions according to the purpose for which they are incurrecl. 

From the point of view of the government, however, it 
is believed that such a classification is important. A non- 
commercial loan difters from a commercial loan in that the 
former rests on taxes, while the latter rests on earnings. The 
one appeals to the conditions of general prosperity, the other 
to the [irosperiiy of a jiarticular industry. Not a little harm 
has been done by the failure of governments to maintain tins 
distinction between commercial and non-commercial loans, for 
it has encouraged legislators to neglect that careful investiga- 
tion into the probable success of the enterprise to be estal:>- 
lished by the proceeds of the loan. It is not claimed that a 
government should always refrain from an investment that 
fails to promise commercial success, but that, if it choose to 
make such an investment, it should deceive neither itself nor 
the public by proceeding as though the obligations sold were 
commercial obligations. Good judgment of course cannot be 
guaranteed, but it would be of assistance in arriving at a con- 
servative forecast of the future ^should there be an absolute 
separation in accounts and in rules of administration between 
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commercial and non-commercial loans. Every enterprise 
should have its own account and its own administration ; 
in no other way can responsibility for financial embarrass- 
ment be traced or the benefits from financial success be as- 
signed. 

A second reason for the separation of commercial from 
non-commercial loans springs from the accepted theory of 
governmental functions. The services rendered by a govern- 
ment are either special or general in their character. Price 
is the means by wdiich a government covers the cost of the 
former, while a tax is the means by which it covers the cost 
of the latter. It will of course be admitted that interest pay- 
ments upon money borrowed for the establishment of a j)lant 
is one element in the cost of a commercial service, from wdiich 
it follow^s that the debt must be assigned for support to the 
industry created. This cannot be done except the investment 
be personalized and its accounts specialized. In so far, there- 
fore, as it is desired to maintain the distinction between special 
and general governmental services it is important to maintain 
the distinction between commercial and non-commercial ob- 
ligations. In the case of temporary or emergency loans there 
is no need of remembering the purposes for which the money 
w^as borrowed, for there is no administrative or legislative 
decision that can in any way be aflfected by such knowdedge; 
but wdien a government enters upon the policy of investment 
loans, especially commercial investment loans, it comes wdthin 
the influence of considerations that cannot be appreciated ex- 
cept the accounts of the government conform to business 
principles. 

This view of the case receives collateral support when 
one observes that the employment of public credit for a com- 
mercial purpose differs from the commercial employment of 
private credit in that the former creates a debt wdiile the latter 
creates a property. It is the nature of a del)t to be extin- 
guished by the prosperity of the enter])risc for wdrich it was 
created ; it is the nature of commercial property, as, for ex- 
ample, the stock of a corporation, to be increased either in 
amount or in value by the prosperity of the enterprise w^hich it 
represents. It must, then, be held as sound policy when a 
government issues a commercial loan to clear the investment 
of its obligations as quickly as may be done by applying the 
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earnings of the business to the payment of the debt. This is 
true because an industry established through loans is not the 
property of the public until it exists as an unincumbered in- 
dustry, and until that time the general property of citizens 
is liable for its support. Or, should one regard this as a dog- 
matical statement, the same thought may be presented by 
saying that the dangers incident to the employment of public 
credit for industrial investments are so great when taken in 
connection with the fact that the liability in case of failure 
extends beyond the industry in question, that a wise credit 
policy will insist that each industry clear up its own obliga- 
tions before any of the ulterior advantages of the investment 
can be judiciously considered. We may, then, conclude that 
commercial credits form a class of obligations by themselves 
and should be recognised as such by the financier. 

It is not possible to press further the analysis of invest- 
ment loans without passing from the point of view of the finan- 
cier to that of the administrator. It is, for example, a financial 
question which inquires whether public credit when employed 
to further industrial development shall be loaned to private 
corporations by guaranteeing tlie stocks and bonds, or 
whether the government should assume the direction of all 
enterprises of which it assumes the risk. But while this ques- 
tion is one to which the financier must make reply, the con- 
clusion is one which involves so many political, social, and 
administrative interests that the analysis may properly be 
dropped from a cursory treatment of the general subject. 
This conclusion is typical of many other questions suggested 
by the subject in hand, and for this reason we may bring to 
a close at this point our consideration of investment finan- 
ciering. 



CHAPTER III. 

THE ADMINISTRATION OF A PUBLIC DEBT. 

The Issue of a Public Debt. 

(1) To what Motive should the Financier Appeal? 

(2) What should be the Terms of a Public Debt ? 

The Conversion of a Pttblic Debt. 

The Payment of a Public Debt. 

(1) Why should a Public Debt be Paid? 

(2) How should a Public Debt be Paid? 

It is the purpose of the present chapter to consider briefly 
those problems that present themselves to the financier in the 
administration of a public debt. These problems, which are 
more or less technical in character, pertain to the issue of a 
debt, tlie conversion of a debt, and tlie payment of a debt, and 
will be treated in the order of presentation. 

81. The Issue of a Public Debt. — It may be assumed that 
in issuing its obligations a government desires to realize the 
largest amount of advantage far the least outlay of promise. 
In judging of advantage and outlay, however, a provident 
financier will hold in mind the fact that the State as a per- 
sonality continues in perpetuity, and he will not on this ac- 
count sacrifice the interests of the future to the exigencies of 
the present. A long series of questions present themselves 
to the financier who contemplates the issue of a loan which, 
so far as touched upon in this chapter, pertain, first, to the 
motives to which the financier should appeal, and second, 
to the adjustment of the terms of the debt contract. 

(i) To 7vhat Motive should the Fincincicr Appeal f — There 
are three motives to which the financier may appeal to induce 
men to place their loanable capital at the disposal of the State. 
These motives are generosity, fear, and personal interest, and 
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the loans based upon them are called respectively patriotic 
loans, forced loans, and commercial loans. 

It is sufficient to say respecting patriotic loans that they 
can form no permanent part of a credit policy, for patriotism 
as a motive to conduct, while strong during the period of its 
activity, is uncertain and unreliable. It does not lend itself 
to calculations and must be employed, if at all, when popular 
enthusiasm for a public cause is at its height. There are many 
instances in which an appeal to sentiment has secured for a 
government offers far in excess of the amount required, 
as was the case with the French loan for the payment of the 
war indemnity to Germany; or in which such an appeal has 
succeeded in obtaining funds after the commercial motive 
had apparently exhausted itself, as was the case with the 
United States loan secured when Mr. Fessenden was Secre- 
tary of the Treasury ; but the success of such aj)peals will not 
deceive the financier. It is the occasion surrounding them 
rather than the character of the motive ui)on which tlu*y rely 
that explains their success. Moreover, patriotic loans are 
dangerous to public credit, for should they fail the fact would 
be accepted by the commercial investor as evidence that the 
government no longer enjoys the confidence of the j)ul.)lic. 
VVe can, then, conclude that j)atriotic loans, while they may at 
times render most efficient service, must always be subordi- 
nated to the claims of commercial loans. It is their true func- 
tion to create, to revive, or to support commercial confi- 
dence. 

Forced loans present themselves in the history of finance 
in many forms, but we shall confine our attention to that form 
familiar to modern financiering, that is to say, the issue of 
legal-tender treasury notes. That the issue of sucli notes is 
an act of borrowing becomes evident wdiether one considers 
the process or the result. So far as the process is concerned 
the government desiring goods or services buys what it needs 
and offers in return a promise of future payment. Could these 
promises be discounted like ordinary commercial pajicr so as 
to enable the merchant or manufacturer who receives them to 
obtain cash wlien necessary to meet his own oldigations the 
transaction would present no uniisnal features. lUit the 
promises under consideration are not commercially negotiable. 
They neitlier bear interest nor do they name a date at which 
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they mature, and it is not likely that a merchant or manufac- 
turer, knowing that he is to he paid in such a form of credit, 
would care to secure the government as a customer. In order, 
therefore, to relieve those who first receive these promises in 
return for goods or services the government, availing itself of 
its constitutional right to determine all questions relating to 
currency, attaches to these notes the legal power of paying 
private debts. This means that these notes are forcibly in-* 
jected into the circulating medium of the country. They 
are received, not because men have confidence in them as a 
form of credit, but because the goveminent threatens to with- 
draw its protection in matters of contract from all who refuse 
to assist in floating its notes. The transaction under con- 
sideration is a loan because by means of it the government 
secures goods or services in return for a promise to pay; it 
is a forced loan because no person who buys or sells within 
the jurisdiction of the government can evade the necessity of 
handling the notes. 

The chief argument urged in support of legal-tender notes 
besides the argument of necessity, which the Science of .Fi- 
nance regards as a confession of ignorance or of weakness, 
is that by this means the government secures a fund of capital 
witliout the payment of interest. This advantage, however, 
is apparent rather than real, for it must be reineml.)erc(l that 
notes do not need the legal-tender quality to insure their 
acceptance except their issue is designed to make a redundant 
currency. Legal-tender notes, therefore, will inevitably inflate 
^he circulating medium. It is of their nature to cause a rise in 
the level of prices. Since, now, the only purpose of the issue 
is to, purchase goods or services, it is more than likely that 
what the government saves in interest it loses in the price it 
pays for goods. That this analysis of the argument is somul 
may be proven by a study of any attem|)t which any govern- 
ment has ever made to obtain money by a forced circulation 
of treasury notes ; at least the aiitlior knows no illustration to 
tlie contrary. 

The chief argument against legal-tender notes is that their 
issue involves the suspension of specie payments. This simple 
statement ought to be ample for one who appreciates the evils 
that follow upon a disordered currency. It may be possible 
that an extreme exigency may warrant so drastic a fiscal 
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measure, but the truth seems rather that no government with 
an approved cause can ever find itself in an exigency so ex- 
treme, except as the result of an erroneous fiscal policy or of 
a long series of blunders in the administration of a policy ap- 
proved by science and experience. To begin a period of 
deficit financiering by an act which must inevitably destroy 
the commercial machinery by which alone a sound financial 
policy can be successfully carried through must certainly be 
condemned. 

Our general conclusion, then, is that patriotic loans are of 
restricted use, and that forced loans should be reserved for 
use, if used at all, as a last resort, from which it follows that 
commercial loans, resting on the ordinary business motives 
which underlie the processes of purchase and sale, should l)e 
employed in the carrying through of a credit policy. 

(2) IV/iat ssJiouiiI be the Terms of a Public Debt ? — Recog- 
nising the private interest of the lender to be the chief, if not 
the exclusive, motive to which appeal should be made in the 
placement of a public debt, and acknowledging the price paid 
to be the most apparent test of its success, we proceed next 
to inquire respecting the terms of a debt contract, and in what 
manner this contract may be adjusted so as to meet the wishes 
of the lender without injuring the interests of the borrower. 
It of course goes without saying that the obligations offered 
for sale should admit of a certain degree of variety, for it is 
not conceivable that all lenders will be equally attracted by the 
same form of contract, but at the same time the financier must 
not show such solicitude for the whims of lenders as to intror 
duce confusion into his accounts or to lose control of the 
situation. 

The terms of a debt contract are three in number: first, 
the time for wliich it runs; second, the principal or amount to 
be paid ; and third, the rate of interest or annuity. Theoreti- 
cally any two of these may be determined by the govern- 
ment and the bid of the lender be expressed in the third. 
Within limits these terms are mutually convertible. Thus 
if the time for which a bond runs is long, say forty or fifty 
years, the rate of interest or annuity will be low; if, on the 
'Other hand, the time be short, say from two to five years, tlie 
rate will be relatively high. Either of these terms also may 
be converted into the principal of the debt, although in this 
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case a distinction must be made between the amount named 
in the bond and the price paid for the bond. It is not pos- 
sible to consider in detail the relative significance of these 
terms, and we shall content ourselves with three definite state- 
ments respecting the form of a public debt. 

(a) It is preferable for a government to promise a definite 
rate of interest upon a stated amount for a specific time than 
to promise a definite annual payment. The former in com- 
mon language is called a bond, the latter an annuity. The 
reason for preferring a bond to an annuity is that a bond 
secures to the government the liberty of reducing the rate of 
interest if, through the subsequent rise of public credit or on 
account of an increase in the amount of loanable capital, the 
market rate for loans should fall below the nominal rate at 
which the loan is issued. For example, suppose twenty thou- 
sand dollars to be borrowed in the form of a bond at five per 
cent interest, the yearly payment would be one thousand dol- 
lars. Suppose the rate for loanable capital to fall to three per 
cent, and that the government pay off the old debt with money 
borrowed at the lower rate, it is clear that the government 
saves four hundred dollars a year by the transaction, a saving 
that could not have been made had the government con- 
tracted to pay six hundred dollars a year in perpetuity.* 

{b) The clement of time in a public bond should be fixed 
by the government in preference to the rate or the amount. 
The reason for this is that under no other conditions can a 
government control its obligations. This would not be worth 
gaying in addition to what has been already said if it did not 
lead to a consideration of the time element in credit financier- 
ing, in respect to which several important considerations sug- 
gest themselves. In the first place, the period during which 
the government guarantees its creditor against any modifi- 
cation of the terms of the contract, which is the period be- 
tween the issue and the maturity of the bond, must be suffi- 
ciently extended to secure advantageous bids from those who 
loan the money. It is not possible to make a definite state- 
ment upon this point further than to say that the more highly 

* The student will observe that this statement pertains to the issue 
of a debt in the form of a perpetual annuity and not to the payment of 
a debt by means of a terminaide annuity. Perpetuity in credit finan- 
ciering means a promise that bears no date for maturity or payment. 
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developed the system of commercial credits within the com- 
munity the greater will be the importance placed by lenders 
on the time for which an investment is guaranteed. Five 
years in a country like England, France, or the United States 
is little better than the mention of no date at all ; twenty years, 
which a quarter of a century ago w'as ample, would now tend 
to depress the price of bonds, because it offers too short an 
investment; wliile a forty or fifty year guarantee is practically 
as good as perpetuity. The determination of the time for 
which a bond should run calls for a keen ai)preciation 
of commercial conditions and an exercise of good commer- 
cial sense. 

What has thus far been said respecting time pertains to 
a great national debt contracted for general purj.)Oscs, as, for 
example, a debt contracted for the prosecution of a war. vSuch 
a debt not only rests on taxes, but is of such magnitude as 
to demand special taxation for its support. The purpose for 
which it is issued also |)rcsents no considerations which bear 
upon the time for which it should be drawn. With temporary 
debts, on the other hand, or investment loans, whether com- 
mercial or non-commercial, the case is quite different. Tem- 
porary loans designed to balance the casual deficits and sur- 
pluses in the income of succeeding years will probably be 
drawn as interest-bearing treasury notes, and may or may not 
mention a date of maturity according to the whim of the 
market, but in any case three years is ample time for such 
notes to run. I'lie time for which a non-commercial invest- 
ment loan should run, let us say a loan for building a twentw- 
foot channel from the Great Lakes to the sea, sliould be cal- 
culated by the engineer and not by the financier, and the 
theory upon which his calculation should proceed is that 
the enter])rise ought to l:)ccome a clear property to tlie 
public before a new loan is needed for its reconstruction. 
Investments of this sort constitute a separate branch of credit 
financiering. The time fijr which a commercial investment 
loan should run also must be determined by considerations 
that pertain to the enterprise estaldished through its proceeds. 
Such a loan, while guaranteed by taxes, rests upon earnings, 
and, holding in mind the fact that it is the purpose of the 
government to establish the undertaking as an unincumbered 
public property, the time for which the obligation should be 



THE CONl^HRSION OF A PUBLIC DEBT, 


553 


guaranteed against repayment may be largely determined by 
ordinary business considerations. 

An analysis of the time element in public bonds emphasizes 
what iias been already suggested : that credit financiering is of 
several sorts, and that the administration of a debt depends 
primarily upon the purpose for which credit is employed. 
The rule is as follows: temporary debts should be drawn 
with a view to their quick payment, exigency debts with a 
view to their subsequent conversion, and investment obliga- 
tions with a view to their gradual expungement. 

(c) The rate of interest named in a bond should lie sulTi- 
ciently high to secure its placement at or near par. The 
reason for this is hound up in the argument which favours 
the payment of a puldic debt. It is doubtless true tliat, oilier 
things being equal, a bond bearing a low rate of interest will, 
for the same annuity, permit the government to realize a 
higher amount of cash at the time of issue than a bond which 
bears a higher rate of interest, 'fhe lender will bid relatively 
higher for such a bond. Assuming for purposes of illustra- 
tion that a hundred-dollar bond at five jicr cent will sell at 
par, a Inindred-dollar bond at three per cent ought, mathe- 
matically calculated, to sell for $66.66;^ ; but as a matter of 
fact it will sell for something more, so that in reality the 
government secures its money for something less than live {ler 
cent. But is this immediate gain worth the ultimate loss ? 
Assuming the debt to be paid at maturity, the government 
will in the one case pay no more than it received ; in the 
other case it will ])e forced to pay par for an obligation which 
it originally sold at a discount. The contention, then, is tliat 
a loan should be issued at par, and that a rate necessary to 
float o])ligations at par should be freely offered, d'he truth 
is that discount financiering is in large measure responsilde 
for the burden of perpetual debts now resting upon tlic world. 

This is the principal cause,” says M. Leroy- B)ean lieu, “ for 
the duration of puldic debts in Europe.” 

82. The Conversion of a Public Debt. — P>y the conver- 
sion of a public debt is meant a modification of any of the 

* For a fuller disciussion of this point, as for consideration of other 
questions of form, the student i5 referred to my treatise on Public 
Debts.” 
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terms agreed upon at its issue. It may be assumed that the 
government is at liberty under the terms of the contract to 
effect changes, and that the changes will be to its advantage. 
Commonly the conversion of a debt contemplates the substi- 
tution of a lower for a higher rate of interest, by which the 
burden of a debt as measured by the annual payments which 
it occasions are lightened, and such will be the only modi- 
fication of the contract we shall here consider. 

The process of conversion is simple and scarcely merits the 
reputation granted the financiers who effect it. It consists 
in the issue of a new debt in place of an old one, and, pro- 
vided the financier has just regard to the conditions of the 
money market, the holders of the old debt will in all proba- 
bility exchange them freely for corresponding amounts of the 
new issue. There is no need, as in the case of the creation of 
new obligations, for the financier to consider the question of 
ways and means wherewith to float a debt ; indeed, it ivS likely 
that the operation will permit the reduction of taxes. Nor is 
there any need for the financier to trouble himself a1)0Ut sus- 
taining public credit, for the fact that conversion is possible 
shows that public credit is high, and every step in the process 
tends to raise it yet higher. We may, then, say that the merit 
which attaches to conversion belongs to that successful ad- 
ministration of the national finances by which public credit 
was established and public bonds rendered attractive ; and it 
might be well for those who advocate repudiation in the in- 
terest of the taxpayer to remember that in so far as their 
advocacy is effective it not only increases the price which tjie 
government must pay for money when it borrow\s, but it 
causes the burden of a debt to continue longer than might 
otherwise be the case. The reduction of interest through con- 
version is the reward which comes from the scrupulous ap- 
plication of commercial honesty to public affairs; the con- 
tinuance of a higher rate of interest than the market rate after 
the maturity of bonds is the penalty justly imposed upon a 
people careless of their public credit. 

The financial question involved in the conversion of a j)ub- 
lie debt makes its appearance when one considers the relation 
of conversion to ultimate payment. A large debt cannot be 
paid at once. Not only w^ould it*be impossible for the govern- 
ment to obtain adequate funds through taxation, but the let- 
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ting loose of a large fund of capital looking for investment 
might seriously embarrass commercial interests. A debt must 
be extinguished gradually, whether one looks at the matter 
from the point of view of the administration of taxes or from 
the point of view of current commercial investments. It is 
not always possible at the time a debt is created for the finan- 
cier 'to hold in mind the necessities of judicious and easy 
payment, but it is a serious criticism upon the financier who 
funds a series of floating obligations or who converts a funded 
debt that any reasonal)le |)oIicy of debt payment should there- 
after be embarrassed by the terms of the contract in the newly 
created obligations. The conversion of a dei)t should be re- 
garded as an opportunity for bringing the debt under control 
so far as ultimate payment is concerned. The funding scheme 
of Alexander Hamilton and the refunding programme of Sec- 
retary Sherman are alike open to criticism from this point of 
view.* 

Not only should the financier modify the terms of the debt 
if need be so as to aid the possibility of ultimate payment, but 
he is at lil)erty to avail himself of the process of conversion 
to introduce changes designed to make the debt of use to 
the community while it may last. A commercial nation is 
in need of sound credits to be used as collateral security in 
business transactions. Nothing serves better this purpose 
than the bonds of a government financially strong; and, while 
no public interest should be sacrificed to this commercial de- 
mand for available collateral, it is proper, other things being 
eqpal, for the financier to draw the new bonds so as to serve 
this purpose in the highest possible degree. This means that 
as a preliminary step to the conversion of a public debt a 
financier should study the commercial uses that may be made 
of public bonds, and so diversify liis offers as to enable the 
debt naturally to come into that shape in which it will be of 
the greatest benefit to the community while it lasts. 

83. The Payment of a Public Debt. — Revenue from public 
credit is not a final but an anticipatory revenue. This means 
that the nature of public credit involves the necessity of debt 
payment, and we might in strict logic proceed at once to 
consider the appropriate means of accomplishing this end. 
As a matter of fact, however, the necessity of debt payment 
^ Cf. Adams, Public Debts, p. 226, 
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is not universally conceded, and we shall, therefore, before 
asking how a debt may be paid inquire why it should be paid. 

(i) Why should a Public Debt be Paid ? — The reasons for 
the payment of public obligations may be the most efficiently 
suggested by consulting the principal argument urged against 
it. The burden of a debt, it is claimed, and rightly claimed, 
does not depend alone upon the amount of indebtedness or 
of the annuity which that indebtedness entails ; it is equally 
important to consider the resources of the indebted nation. The 
debt rests upon resources, and relief from the burden of a debt 
may be secured either by reducing the debt or by strengthen- 
ing the resources. A weight constitutes a burden according 
to the ratio it sustains to the strength of that which bears it; 
what reason can be urged for exhausting the energy that 
might go to the development of tlie nation's strengtli in re- 
ducing the burden to be carried ? Such is the argument 
against debt payment, and that it has done effective service 
is shown by the vast amount of perpetual obligations which 
now bear down upon the industries of all civilized states. 

Respecting the claim that industrial development decreases 
the burden of a debt there can be no doubt. The pressure 
of England's debt, for example, in 1815 is computed as ecjui- 
valent to nine per cent of her yearly income ; it is at the pre- 
sent time between two and three per cent of that income, but 
its reduction has not been effected so much by the expunge- 
ment of obligations as by the growtli of national wealth. 
The actual result, so far as del>t burden is concerned, is the 
same as though two-thirds of the principal had been paid, 
the amount of her wealth remaining stationary. Other in- 
dustrial nations show similar results, but the recognition of 
this necessary relation between the increase of resources and 
the decrease in the weight of public obligations is not final 
against the policy of dcl)t payment; for if it can be shown 
that the payment of the principal of a debt has no tendency 
to retard tlic industrial developtneiit of a nation the argument 
fails to be conclusive. As opposed to the idea from which 
this reasoning must proceed I venture to place the following 
proposition, which if maintained will furnish an incontrover- 
tible argument in favour of the policy of debt payment.* 

* This argument in favor of debt payment is taken from my treatise 
on Public Debts, pp. 243-5. 
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The payment of the principal of a debt tends neither to im- 
poverish a nation nor to retard its material development ; but, 
on the other hand, the maintenance of the principal and the con- 
stant payment of accruing interest tend to cripple the productive 
capacity of any people. 

The two parts of this proposition should receive separate 
attention, and we arc led first to inquire if the industries of 
a country are injuriously affected by the process of payment. 
Tr is admitted by all that somewhere in the course of deficit 
financiering — either at the time the debt was established, or 
during tlie period that it was carried, or at the date of its 
payment — a loss is sustained chargeable to the adoption of 
the loan policy. Should one reason from the analogy of pri- 
vate debts he will conclude that this burden is borne at the 
time when the debt is paid, for when an individual debtor 
clears himself from obligations he loses control over a certain 
amount of free capital, and consequently lessens his impor- 
tance as a member of industrial society. Ilut such reasoning 
cannot be applied to the State. The State is not an individual, 
it has no life separate from the united lives of all citizens, and 
it recognises no interest but the collective interest of society. 
The State is the corporate representative of all citizens, credi- 
tors as well as debtors, and is not at all interested in the pro- 
prietary residence of capital, provided only it be judiciously 
employed. Since, then, the payment of its own obligations 
effects no more than a transfer of control over capital from 
one set of men to another, it cannot be said that the industrial 
development of the country is thereby obstructed. 

The position here assumed may be easily understood if 
one hold firmly in mind the nature of capital. Capital is the 
subsistence fund, and he who controls it has it in his power 
to direct labour. It is capital which the State wants when 
it borrows money, and in borrowing capital it draws to its 
own use that which, had it not been thus ap]>ropriated, might 
have been applied to some ])roductive industry under judvate 
management. The obligations which the State creates against 
itself are written in the language of money, because this is 
the most convenient language known for the expression of 
indebtedness ; but the wState has no use for money except to 
effect the transfer to itself ot control over existing capital. 

Suppose a State to borrow a billion dollars ; it cannot be 
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said that industrial society is thereby necessarily rendered 
any the poorer. Capital is not destroyed by the borrowing. 
Before the loan was filled the nation was the possessor of a cer- 
tain amount of capital distributed in a thousand funds under 
the. direction of a thousand wills ; after the loan the nation as a 
whole holds the. same amount of capital as before, the only 
difference being that control over it has passed to the State. 
Whether or not this operation is industrially detrimental de- 
pends upon tlie use to which the State puts the proceeds of 
its loan. If tliis be consumed in the prosecution of a war the 
nation is impoverished to the extent of the unproductive con- 
sumption, since capital, in the form of bacon, flour, clothes, 
implements, mules, and the like, has l)een destroyed. We 
may, then, conclude that the injury sustained on account of a 
loan for war purposes is sustained at the time the loan was 
contracted, and is due to the fact that the State has caused 
a certain amount of capita! to disappear without hope of re- 
covery. 

Let us now turn to the process of payment. The obliga- 
tions which the State has created against itself call for tlie 
payment of a certain amount of money. The money which 
it obtains by means of taxation is held for a moment, then 
transferred to the public creditors, and in this manner the 
State is freed from its indebtedness. It would, of course, 
be incorrect to say that this transfer of money from 
one set of citizens to another docs not in the least disturb 
capital, but it may be rightly claimed that it does not destroy 
capital. Before the payment one set of individuals controlled 
the subsistence fund of the country to the extent of the pay- 
ment; after the extinction of the debt ownership re.sts with 
another set of individuals. The government is freed from the 
necessity of providing an annual sum in the form of interest, 
and, measured by the amount of capital in the country, the 
nation is in no wise impoverished. There is the same amount 
of food for the subsistence of labourers, and the same amount 
of raw stuffs upon wdiich to set them at work. If the new 
masters of capital are as enterprising as the old the nation 
loses nothing by the payment of its debt. This is the explana- 
tion, and in the explanation lies the defence of the proposition 
that the payment of a public debt does not necessarily im- 
poverish a nation. The injury to industrial society is worked 
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by the destruction of capital at the time the loan was created ; 
the labour required to create again the capital thus destroyed 
constitutes the burden imposed upon the nation ; the payment 
of the principal of the debt is at most but a readjustment of 
ownership in existing capital. It is a fallacy to argue that 
the expungement of public obligations destroys capital. 

But how is a people impoverished by the maintenance of 
the principal of a debt ? In so far as bondholders live from 
the proceeds of their bonds they form a class not immediately 
interested in current industriCwS. At some time in the past 
they may have furnished the government with large sums of 
capital, thus averting the inconvenience of excessive taxation 
or of a sudden change in rates ; and in return for this service 
they received from the government the promise of an annuity 
until an equivalent of the original capital should be returned. 
Such persons are guaranteed a living without labour. 

There is but one way in which the government may escape 
tlie necessity of supporting in idleness tliis class, and that is 
by paying its members their respective claims. The bond- 
holders would in this manner be deprived of their secured 
annuity, but they would in its stead hold a sum of free capital; 
and if they now wish to continue in the enjoyment of an in- 
come from their property they must aj^ply their funds to some 
productive purpose. In this manner the country gains by 
bringing to bear upon industrial affairs the interested atten- 
tion of those who formerly were secured a living from the ])ro- 
ceeds of public taxes. For another reason also is the payment 
of, a debt advantageous. No people can long retain that 
hopefulness so essential to the vigorous prosecution of indus- 
tries if the past lays heavy claims upon the present. As a 
rule they only should partake of current product who are in 
some way connected with current production. Carelessness and 
jealousy are not characteristics of efficient labour, but they are 
sentiments naturally engendered by the payment of taxes for 
the support of a favoured class. It is the pcmianeiicy of this 
payment, rather than its amount, which exerts a depressing 
influence upon labour, and its extinction is a first step toward 
the establishment of confidence and contentment. It is for 
such reasons as these that we conclude that the policy of debt 
payment vigorously prosecuted will assist rather than retard 
industrial development. 
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(2) How should a Public Debt be Paid ? — Accepting the 
policy of debt payment, by what means should it be carried 
through ? For many years this question was so befogged 
by the intricacies of sinking-fund accounts as to mislead both 
financiers and the public. We shall not endeavour to follow 
the bibliography on this subject, but content ourselves, as 
when we considered the conversion of public debts, with a few 
definite statements respecting debt payment. 

(a) It is not necessary at the time of creating a debt to 
include in the contract the terms of the payment, but, on the 
contrary, the law which authorizes the treasurer to borrow 
money and the law which authorizes him to repay the money 
borrowed sh()uld be separate and distinct acts of the legisla- 
ture. The reasons for this are that public credit, in which 
a government is most vitally interested at the time of creating 
a debt, is not strengthened, but rather it is weakened, by the 
fact that the government binds itself to repayment. He who 
invests in the obligations of a strong State prefers an obliga- 
tion that runs in perpetuity, and any promise looking to its 
payment will, other things being equal, tend to depress the 
price he is willing to pay. From another point of view also 
is a clause contracting repayment out of place in a law which 
creates a debt, for if it be conformed to it may necessitate 
that money be borrowed at high rates to pay an outstanding 
obligation at low rates. This is conversion inverted, and is 
absurd as a financial procedure. The result under such con- 
ditions is that as a matter of fact a government will disregard 
that part of the contract which calls for j)ayment until the ne- 
cessity of creating new debts shall have passed away. Tf, 
then, credit is depre.ssed by a formal promise of repayment, 
and if the promise will be disregarded except under conditions 
when it is wise to pay the debt, is it not reasonable that the law 
which creates the debt should drop all consideration of repay- 
ment ? 

A positive reason also may be urged for separate legis- 
lation in the tw^o cases. It is not possible at the time a debt 
is created, except in the case of a temporary debt or indus- 
trial loan, to forecast with any certainty the date at which 
or the conditions under which it may be wise to undertake 
repayment. It is much better fpr a present legislature to put 
confidence in the legislatures of the future. They will in all 
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probability be as wise and as patriotic, and, inasmuch as they 
stand nearer the transaction contemplated, it may be assumed 
that they will adjust the conditions of payment more perfectly 
to the requirements of the time. The law creating a debt 
should confine itself to the definition of those terms upon 
which public credit depends, and not undertake to forecast 
a policy that may in the exigencies of financiering lie a 
quarter of a century in the future. 

{b) A law designed to extinguish a debt should provide 
for the application of a clear income to the payment of the 
principal, and should not be encumbered witli sinking-fund 
calculations. The reasoning upon this point is in one respect 
the same as that upon the point just passed in review, for 
the chief argument against sinking-funds is that a govern- 
ment should not be placed under the necessity of borrow- 
ing money to meet its promise of debt expungement. I'he 
theory of a sinking-fund, if theory it may be said to have, 
is simple. Assuming that a government enjoys an income 
equal to the interest on an existing debt, and a slight surplus, 
let us say equal to one per cent of the debt, which may also 
be assigned to the debt service, it is evident the debt is in 
a condition of gradual extinction. One per cent of the prin- 
cipal is paid the first year, and the interest payment for the 
second year is correspondingly reduced. During the second 
year not only can the one-per-cent clear income be used 
to further reduce the principal, but the saving of interest 
upon the purchase of the first year may also be used for that 
purpose, so that at the end of the second year the principal 
ol the debt would stand as something between ninety-seven 
and ninety-eight per cent of its original amount. In other 
words, the government buys a portion of its own debt, pays 
to itself the interest accruing upon that portion, and employs 
this amount for the purchase of more principal. Two things 
are evident : first, so long as the appropriation originally as- 
signed to the service of the debt is kept up the process of debt 
payment continues, and second, the rate of payment conforms 
to the rule of compound interest. 

If this idea of compound interest be firmly grasped the 
student can understand the form of argument urged by the 
advocates of a sinking-fund.^ It is wise, so said these mathe- 
tnatical experts, to borrow money at six per cent in order to 



s 62 the administration of a public debt. 

continue the purchase of five-per-cent bonds, because the 
former represents an operation in simple interest, while the 
latter represents an operation in compound interest. The 
error of this statemnt does not lie in its mathematics, but 
in the assumption that the purchase by a government of its 
own obligations is a productive investment. The argument 
overlooks the fact that whatever the government pays for the 
support of the debt, whether it goes through the sinking-fund 
or not, comes from taxes, and it is bad financiering to take six 
dollars out of taxes to pay the interest on one himdreci dollars 
of new debt in order to pay off one hundred dollars of debt 
which demands an interest payment of five dollars only. The 
principal of the debt is not changed by tlie operation, while 
the burden of tlie debt is increased. So long as one holds in 
mind the total of the debt and the total of the amount assigned 
each year to the service of the debt he will not be misled 
by sinking-fund calculations. The theory’' assumes the sink- 
ing-fund to be productive, whereas it is not productive. It 
is not a productive proce.ss to pass money from one account 
to another when both accounts belong to the same person.*' 
An apparent exception to this sweeping condemnation of 
sinking-funds may be made in favour of local financiering 
and industrial loans. A local government is but a small frag- 
ment of the nation. It is a corporation among corporations, 
and it may occur that taxes which it has imposed for the ex- 
tinction of its obligations cannot be judiciously used on ac- 
count of the high market price of its bonds. This being the 
case, it W'ould probably be wise, rather than remit the taxes 
or divert them to some other use, to invest their proceeds 
in some form of commercial paper. This investment would 
undoubtedly be called a sinking-fund, but it would differ from 
the sinking-fund of the sort we have considered in that the 
investment constitutes a source of income to the local govern- 
ment independent of taxes. It is true the taxes must be 
maintained to pay the interest on its own outstanding obliga- 
tions, so that so far as income and expenditure are concerned 
there may be neither gain nor loss ; the gain from the trans- 
action becomes apparent when, the bonds of the local govern- 
ment having matured, and their price on that account having 
been brought down to par, the. property in the investment 
♦ Cf. Dr. E. A Ross's monograph on Sinking Funds, 
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fund can be sold and the proceeds of the sale applied to the 
extinction of the local debt The advantage of such a pro- 
cedure is that a local government can continue the application 
of a free income to the reduction of its debt, and at the same 
time obviate the necessity of paying a premium on unmatured 
bonds. 

The case of industrial loans is yet simpler. Each indus- 
trial loan represents a specific investment, and probably an 
investment subject to deterioration through use. We have 
already considered the time for which such loans should run, 
and it may be wise, as a precaution against their non-payment 
by the time the investment is worn out, to establish a sinking- 
fund in connection with the loan. 

Our conclusion, then, is as follows: Nothing pays a debt 
except clear income, and the interest which accrues to a 
government through the purchase of its own bonds does not 
constitute such an income. In order to continue a policy of 
debt payment, and at the same time obviate the purchase of 
bonds at a premium, however, it may be wise for local govern- 
ments to make a temporary investment of the money assigned 
to debt payment in interest-bearing paper other than its own 
bonds. For industrial loans, also, the fact that the speciali- 
zation of investments is essential to sound administration war- 
i^ants the use of sinking-funds. 

(c) The third observation respecting the policy of debt 
payment is that it is better to provide for the expungement 
of a debt by operating upon the principal than by converting 
the principal into a series of terminable annuities. By an an- 
nuity is meant a specified annual payment; a terminable 
annuity is a payment that terminates at a specific date. It is 
not an unusual practice to convert a bond into an annuity to 
run for a series of years, and by this means to provide for the 
payment of a debt. Suppose, for example, that an hundred- 
dollar bond bear six per cent interest: the annuity will then 
be six dollars. Suppose the government offer to receive this 
bond which runs in perpetuity in exchange for a simple 
promise to pay eight dollars a year for twenty-three years: 
at the expiration of the period the debt will be extinguished. 
The application of two dollars a year to the payment of the 
principal, increased by the interest accruing on the principal 
paid, will have extinguished the debt. 
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The argument against terminable annuities is the same as 
the argument against the sinking-fund. Indeed, a terminable 
annuity is a sinking-fund that cannot be alienated from its 
purpose, because the payment is a part of the contract and 
so interwoven with the interest accrual that it cannot be 
separated. The interest and the payment are lumped together 
in the contract. It is thus evident th'^t annuities realize in 
practice the error that sinking-funds imply in theory, namely, 
the inviolability of a payment upon a specific portion of a 
debt, even though the government may find itself in a situation 
where it must borrow new funds at a Iiigher rate of interest. 
This by no means exhausts the discussion upon terminable 
annuities as a means of debt payment, but it at least indicates 
their financial character and suggests the point of view from 
which that discussion should proceed. It may be laid down 
as a principle tliat the policy of debt payment for a govern- 
ment exposed to fiscal exigencies should be at all times under 
absolute control ; this is not contemplated by the theory of 
sinking-funds, it is not possible under the practice of termi- 
nable annuities. 

{d) It may perhaps be added as a final observation that 
the policy of debt payment should be formulated at the time 
the debt is thrown into its definite sliape,, which means that 
both the funding of floating obligations and the process of 
conversion, which inevitably follow the creation of a debt 
under the stress of an exigency, should be so carried through 
as to bring the debt into shape for orderly and uniform pay- 
ment. There is no other single act in connection with this 
branch of financiering that calls for so high a grade of busi- 
ness judgment. This, however, has been suggested in con- 
nection with the analysis of the process of conversion. 
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Herrfurth, on Prussian expendi- 
tures, 98. 

Hock, von, on revenue and popu- 
lar government, 44-5; on the 
services of the state, 326. 

Homestead Act, 257. 

Incidence of taxation, 388-98. 

Income, classification in the bud- 
get, 142 -4; general characteriza- 
tion of, 332-5; relation of, to 
property, 335-7; from service, 
357-8; from property, 358-60; 
of property, 360-1; as basis of 
property classification, 36f>-77; 
taxes may increase, 401-2. 

Income tax, can be accurately es- 
timated, 134; in England, 156, 
160; discussion of, 356-61; prop- 
er limit of, 386; incidence of, 
39S; in England, 477-80, 484, 485, 
486; principle of self-asscssincnt 
in, 482-3; should be limited to 
personal incomes, 484-S. 

Indemnities, classification of, 224, 
225; French, paid to Germany, 
224, 548; Chinese, 224, 225. 

Independent treasury, history and 
criticism of, in LJ. S., 214-18. 

Indian affairs, expenditure for, in 
the U. S., KX); committee on, in 
House, 127. 

Indirect taxes, sec Customs and 
Internal Revenue. 

Industrial development, relation 
to public expenditures, 37- 
40, 

Inheritance tax, characterization 
of, 360-1; a source of stafe 
revenue, 504-5, 

Insane Asylums, a protective func- 
tion of the state, 60. 

Internal Revenue, proceeds inde- 
terminate, 134; commissioner of, 
in U. S., 195, 196: examples of, 
in U. S., 234; classification of 
taxes, 383-4; considered as a 
single tax, 423-5; choice of arti- 
cles for duty, 473-6; justice of, 
475-6; as a federal tax, 496-8; in 
time of war, 541. 

Interstate commerce, commission 
on, T]\ appropriation for com- 
mission, 162: control of, by Con- 
‘gress, 494-6; separation of, from 
Slate commerce, 506-ro. 

Investigation, public expenditure 
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for, 76-9; tendency of expendi- 
ture for, 81. 

Irrigation, as a government indus- 
try, 64, 246-7, 283; classified in 
the budget, 142-4. 

Italy, expenditure for protection 
in, 32; military and naval ex- 
penditure, 40; statistics of ex- 
penditure in, 89, 91; expenditure 
for education, 99; forestry in, 
245; use of postal facilities in, 
266; taxation of movable prop- 
erly in, 485-6. 

Jackson, Andrew, 215. 

Judiciary, cost of, cannot be ascer- 
tained, 34; expenditure for, in 
U. S.,ioo; appropriation for, 162. 
ury system, in U. S. , 20. 
usti, on military expenditure, 84; 
on tax exemptions, 333. 

Kameralwisstnschaft^ 5. 

Kaufmann, on public expenditure, 
52; on the tobacco monopoly, 
270. 

Labor, state’s control over, 15. 

Land, amount needed by modern 
state, 15; manner of securing, by 
government, 15; demand for, re- 
ducible to money demand, 14- 
15; government revenue from, 
239-54; government cultivation 
of, 240-7; government as land- 
lord, 247-54; policy of the U. S. 
regarding, 255-60, 

Land tax, only proper form of 
property tax, 386; incidence of, 
391-3; as sole source of revenue 
for rural governments, 502-3. 

Legal-tender notes, a forced loan, 
548-50. 

Leroy- Beaulieu, on the right of 
voting taxes, 163; on public ag- 
riculture, 241 and note; on pro- 
gressive taxation, 351; on deficit 
financiering, 553. 

Levi, 287. 

License tax, on peddlers, 3x0; gen- 
eral discussion of, 378-9. 

Life-saving service, 197. 

Lighthouse establishment, 196. 

Liquor, manufacture and sale of, 
by government, 264. 

List, Friedrich, theory of protec- 
tion, 415-16. 


Loans, public, sec Public Loans. 

Local expenditure, compared with 
national in theory, 43-6, 49, 
note; growth of, 96-q. 

Lottery, as a revenue producer, 
273. 

McCulloch, 21, 287; on taxation, 
401-2, 403. 

Malthus, 288. 

Manchester, policy of municipal 
ownership in, explained, 43. 

Mexico, statistics of expenditure 
in, 89; dale of fiscal year in, 133, 

Military affairs, committee on, in 
House, 127. 

Military expenditures, 56-7; in Eu- 
rope, 40-1, 84; explanation of 
grovyth of, 41; in Victoria, 41: in 
0. S., 41, 100; in Prussia, 84; in 
France, 84; how voted in Ger- 
many, 160. 

Military system, in Germany, Eng- 
land, and U. S., 19. 

Mill, John Stuart, on taxation, 286 
and note, 2S8; on progressive 
taxation, 349. 

Mining, as a government industry, 
64» 237-9; as an object of taxa- 
tion, 452-3» 464* 

Mirabcau, 157, 

Monopolies, taxation of natural, 
452-3, 464; taxation of municipal, 
453f 464; natural as source of 
state revenue, 500-2; municipal, 
as source of urban revenue, 

503-4. 

Montesquieu, on benefit theory of 
taxation, 300. 

Morrill education bill, 258. 

Mortgage tax, 442-5. 

Mulhall, statistics of public ex- 
penditure, 87. 

National expenditure, increase in, 
45; compared with local in the* 
ory, 43-6, 49, note. 

Naval affairs, expenditure for, in 
U. S., 100; committee on, in 
House, 127. 

Necessary ” expenditure in Ger- 
many, 112. 

Norway, date of fiscal year in, 133. 

** Optional ” expenditure in Gcr* 
many, 1x2. 
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Panic, commercial, of 1837, 215; 
banking, of 1843, 215. 

Parnell, Sir Henry, on financial 
reform, 50-1. 

Parieii, on proportional taxation, 
339, 340. 

Patrimony, of state not to be im- 
paired, 4-5. 

Pauperism, 60, 

Penology, modern science of, 59. 

Pensions, in Germany, 35; in 
France, 35; in U. S., 35, 100; in 
England, 156. 

Permanent appropriations, discus- 
sion of, 153-6. 

Peru, use of postal facilities in, 266. 

Peto, 21, 287. 

Police, and court expenditure, 
57-9; in U. S., 100. 

Political corruption, 46. 

Political environment, relation to 
public expenditure, 40-2. 

Political organization, relation to 
public expenditure, 42-6. 

Political principle, 6-7; of associa- 
tion, 15, 

Political remedy, 22. 

Portugal, date of fiscal year in, 
133- 

Postal service, a government func- 
tion, 63, 65; expenditure for, in 
U. S., 100; committee on, in 
House, 128; theory of, 222; sta- 
tistics of use of, in various coun- 
tries, 266; charges for, 279. 

President, connection of, with 
budget in U. S., 132, 167, 169- 
70. 

Prisons, modern policy in, 59; ex- 
penditure for, in U, 100, 

Produit netj 334. 

Profession tax, a source of local 
revenue, 505. 

Progressive taxation, character- 
ization of, 339, 340; arguments 
for and against, 34T-53; absurdity 
of socialistic position on, 344; re- 
lation to “ equality of sacrifice,” 
345-8; relation to industrial de- 
velopment, 348-52; applied to 
corporations, 466. 

Property tax, theory of general, 
361-6; history of general, 361-5; 
practical working of general, 
366-77; theory of personal, 369- 
71; practical working of per- 
sonal, 371-6; inequalities be- 


tween persons in general, 436-8; 
inequalities between real and 
personal property in administra- 
tion of, 438-45; statistics of real 
and personal, 439-40; inequali- 
ties of, as between several grades 
of government, 445-9; as source 
of urban revenue, 503. 

Proportional taxation, character- 
ization of, 337- 8. 

Proprietary government, 9-10. 

Protection, expenditure for, 55-6t ; 
against invasion, 56-7; to life 
and property, 57-9; against so- 
cial disease, 59-61; tendency of 
expenditure for, 61, 79-vSi; sta- 
tistics of expenditure for, in U. 
S., too. 

Protective duties, legal defence of, 
305-6; character of, in U. S., 410, 
419; List's theory of, 415-16; 
criticism of, in practice, 416-20; 
contrasted with revenue duties, 
469; relation of, to doctrine of 
comparative cost. 471-2; for com- 
pensation, 472-3. 

Prussia, military expenditure in, 
84 ; local expenditure in, 
98; expenditure for education, 
99; date of fiscal year in, 133; 
policy regarding agricultural 
lands, 241; forestry in, 244“5. 

Public credit, 21, 220, 221; land a.s 
.security for, 252-3; source of an- 
ticipatory revenue, 517; charac- 
ter of a government bond, 518- 
20; industrial effects of borrow- 
ing, 520-6; legitimate uses of, 
527-33; in time of war, 534-42; 
for investment, 542-C; adminis- 
tration of, 547-64. 

Public domain, 220, 221; revenue 
from, 236-60; history of, in U. S., 
255-60. 

Public expenditure, 21-4; nature 
of, 25-36; point of view from 
which to regard, 26-33; from the 
individual point of view, 27-9; 
compared with private, 30--2; 
method of investigation of, 33-^1 
relation of, to industrial develop- 
ment, 37-40; and political envi- 
ronment, 40-2; for military pur- 
poses, 40-1; and political organ- 
ization, 42-6; and social organ- 
ization, 46-9; two rules of, 49 ' 5 *G 
English conception of, 4^>"52; 
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German conception of, 52-3; re- 
lation of, to classification of gov- 
ernmental functions, 55'-82; for 
protection, 55-fii; for service, 
61-8; for education, 70-3; for 
recreation, 73; for maintenance 
of equitable business conditions, 
73-6; for investigation, 76-9: for 
public works, 79; facts concern- 
ing, 83-102: prior to the 19th 
century, 83-5; since 1830, 85-92; 
and wealth in U. S.,92 -6; statis- 
tics of, in U. S., 100; committee 
on, in U. S., 200; extent of, in U. 
S., 212; for the War of the Re- 
bellion, 535. 

Public industry, 220, 221; com- 
pared with private, 229-32, 233, 
244, 318; revenue from, 261-84; 
choice of, for administration, 
261-S; theory of charges for, 277- 
84; loan policy in, 532-3. 

Public loans, effect of, at normal 
rates of interest, 521-2; effect of, 
at high rates, 522-4; effect of 
abnormally high rates, 524-6 ; 
to cover deficits, 527-9; to meet 
fiscal emergencies, 529-33; for 
investment, 532-3, 542-6; in the 
war of 1861, 537-40; distinction 
between commercial and non- 
commercial, 542-4; issue of, 547- 
53; patriotic, 548; forced, 548- 
50; element of time in, 551-3; 
rate of interest on, 553; con- 
version of, 553-5; reasons for 
payment of, 556-9; manner of 
payment of, 560-4. 

Public revenue, 21; general con- 
siderations respecting, 219-35; 
classification of, 219-29; direct 
and derivative compared, 220, 
221-3; anticipatory, 220, 221; 
marks of a good system of, 232- 
5; from public domain, 236-60; 
from mines, 237-<); from surface 
lands, 239-54; from public in- 
dustries, 261-84; of the differ- 
ent grades of government in 
U. S., 491-3; proposed assign- 
ment of, for support of federal 
government, 493-500; assign- 
ment of, for support of state 
and local governments, 500-6. 

Public wants, nature of, 14-20; 
reducible to a money demand, 
14-16; emergence of, 38, 


Public works, expenditure for, 79; 
expenditure for, in U. S., 100; 
amount expended cannot be esti- 
mated, 135; increase in, 210. 

Railways, industrial effects of, 45; 
for government industry, 65, 66, 
231, 263-4, 280-1; a new social 
force, 86, 266; revenue from, 
222; grant ol lauds to, by U. S. 
government, 258-9; value of, in 
U. S., 260; municipal, 282; as 
objects of taxation, 450-1; basis 
of tax levy of, 454-5, 458-63; 
income account of, 459; separa- 
tion of state and interstate traf- 
fic upon, 506-10. 

Rau, 340. 

Recreation, public expenditure 
for, 73. 

Register of the treasury, 195, 199. 

Rental, of land by government to 
individuals, 247“-54. 

Revenue, of Athens, 9; under 
feudalism, 10; see Public Reve- 
nue. 

Ricardo, 28S; on the function of a 
bank, 465. 

Rider, disapproval of the, 1.65-6, 

177. 

Rivers and harbors, expenditure 
for, in U. S., 96, 100; history of 
committee <mi, 127; appropria- 
tions for, 158. 

Road tax, in U. S., 20. 

Rogers, on tax exemptions, 333. 

Roman state, compared with Swiss 
federation, 8; revenue of, 9. 

Roumania, date of fiscal year in, 

133. 

Royer, Mile., defence of progres- 
sive taxation, 343, 345. 

Russia, military and naval expen- 
diture in, 40; statistics of ex- 
penditure in, 89, 90; forestry in. 
245; use of postal facilities in, 
266. 

Sadi-Carnot, 139. 

Salt monopoly, in Rome, 272; in 
Prussia, 272. 

Savings banks, workingmen’s, 63, 

Saxony, forestry in, 243, 245; salt 
industry in, 261, 

Say, Leon, 140. 

Science of finance, definition, i; 
relation to economics, 1-3, 289; 
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problems involved, 2; scope, 2-3; 
general divisions of, 21-4; rela- 
tion to form of government, 54, 
note. 

Secretary of the Treasury, duty in 
respect to budgets, 122, 123, 124, 
137-8, 167 -76; general duties of, 
194, 196, 198, 200. 

Seligman, E, R. A., definition of 
special assessment, 226; general 
meaning of tax, 290-2; on pro- 
gressive taxation, 339; on origin 
of modern taxation, 363; on ine- 
qualities in taxation of real and 
personal property, 439-40; on 
the income tax, 477, 

Senior, 288, 

Service, state's control over, 15; 
under feudalism, 15; gratuitous, 
l6-i8; demand for, reducible to 
money demand, 17; coerced, i8~ 
20; of the state to the citizen, 
61-5; tendency of expenditures 
for, 65-8, 81, 

Sherman, John, definition of spe- 
cific appropriation, 159; refund- 
ing programme, 555, 

Shifting and incidence of taxa- 
tion, 388-98. 

Single tax,” relation to public 
land owning, 253, 254 and note; 
criticism of, on land, 413-14, 
426-7; on income, 422-3; excise, 
423-5; Physiocratic conception 
of, 425-6. 

Sinking fund, 561-3. 

Smith, Adam, 288; on the Bank of 
England, 212. 

Smithsonian Institution perma- 
nent appropriation for, 158; es- 
tablishment of, 224. 

Social disease, expenditure for 
protection against, 59-61. 

Social organization, relation to 
public expenditure, 46-9. 

Social relations, view of, as affect- 
ing theory of expenditure, 46-9. 

Spain, statistics of expenditure in, 
89, 91 ; date of fiscal year in, 133; 
policy regarding agricultural 
lands in, 241; use of postal fa- 
cilities in, 266. 

Special assessments, definition, 
226; tendency of, 68; classifica* 
tion of, 225, 226-7. 

Stanton, Secretary of War, 200. 

STtate, patrimony of, 4-5; patri- 


mony not to be impaired, 3-4; 
political restraints to action of, 
6-7; services of, to be rendered 
at least cost, 7; residence of 
coercive power, 7; Roman, 8, 9; 
revenues of, under feudalism, 
10; land needed by, under mod- 
ern government, 15; control over 
service by, 15. 

Stein, Lorenz von, conception of 
public finance, 27, 28; on public 
expenditure, 52. 

Stringency, monetary, 212, 213. 

Sub-treasury, see Independent 
Treasury. 

Supervising architect, 195. 

Supply, committee of, in England, 
146, 147, 150. 166. 

Supreme court, payment of judges 
of. 158. 

Surgeon general, 195. 

Swiss federation, compared with 
Roman state, 8. 

Tariff, sec Customs. 

Taxation, 21, 220, 222, 223, note; 
burden of, 38; general consider- 
ations respecting, 285-320; meth- 
od of treatment by different 
writers, 286*9; proposals for a 
system of, in U. S., 489-516; its 
place in war financiering, 540-2; 
double, proportional, degressive, 
progressive, license, excise, cor- 
poration, property, etc., sec 
these words. 

Taxes, nature of, 289-93; lawyer’s 
definition of, 293-7; compared 
with tribute, 294, note; purchase 
theory of, 298-9, 324-7; benefit 
or quid pro quo theory of, 299- 
301, 327-8; contributory theory 
of, 301-2, 328-32; power of levy- 
ing and collecting with limita* 
tions upon, 302-10; duty to pay, 
310-16; effect of foreign resi- 
dence and diffusion of business 
upon collection of, 312-16; prin- 
ciples of exemption, 316-20; 
principle of apportionment, 321- 
53; source of, 332-7: classifica- 
tion of, 354“6; shifting and in- 
cidence of, 388-98; incidence of, 
and the laws of price, 389-98; 
cfectof, on income, 401-2; effect 
of, on production, 402-4; effect 
of, on profits, 404-6; effect of, on 
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selling value, 406-7; relation to 
occupation and investment, 407- 
n; as a means of moral reform, 
411-12; as a means of social re* 
form, 412-14; single, as source 
of revenue, 421-8; determination 
of rate for direct, 429; determi* 
nation of rate for indirect, 429- 
34; organization for administer- 
ing state and local, 510-16; pro- 
portional, progressive, degres- 
sive, property, corporation, in- 
come, etc., see these words. 

Thiers, on minister of finance, 129, 
note; on benefit theory of taxa- 
tion, 300. 

Tobacco, monopoly of, in France, 
229, 269-70; revenue from, in 
England, 271; policy concern- 
ing, in U. S., 271. 

Transfer of credits, 188-90. 

Transportation, assumed by gov- 
ernment, 63, 274; appropriation 
of lands for, by U. S. govern- 
ment, 25S-9; means of, object of 
taxation, 450-1; see Railways. 

Treasurer, of the U. S. , 195, 198. 

Treasury department, organiza- 
tion of, in U. S., 193-201; in 
Germany, 193-4; in England, 
194. 

Tree-claim Act, 257. 

Turgot, land policy of, 237. 

United .States, history of fiscal 
system in, 11-12; ratio of cen- 
tral to local expenditure in, 13, 
32; military system in, 19; pen- 
sions in, 35; national expendi- 
tuies now and in 1787, 38; mili- 
tary and naval expenditures in, 
41; forestry and irrigation in, 
64; statistics of expenditure, 89, 
92, 97, 100-1 ; expenditure for 
education, 99; basis of budget 
right in, 113-16; preparation of 
budget in, with criticisms, 121- 
32; date of fiscal year in, 133, 


135; method of making financial 
estimates in, 137-9; legislative 
organization for budgetary study 
in, 150-3; practice concerning 
permanent appropriations in, 
157-60; early practice regarding 
budgetary vote, 164; reform of 
budgetary system in, 166-77; 
executive appropriations in, 188; 
system of accounting in, 209; 
210; independent treasury in, 
214-18; revenue system in, 234- 
5; policy concerning agricultural 
lands in, 239; criticism of for- 
estry policy in, 245-6; irrigation 
policy in, 2.46-7; land policy of, 
255-60; use of postal facilities 
in, 266; policy regarding to- 
bacco in, 271; power to levy and 
collect taxes iti, 304-T0; tax ex- 
emption in, 317-18; suggestions 
for revenue system in, 4S9-516; 
financial management of war of 
1S61 in. 537-40. 

Universities, appropriation of land 
for, by U. S. government, 258. 

Victoria, military expenditures in, 
41. 

Villele, 84. 

Wagner, favours progressive taxa- 
tion. 342, 344, 345* 

Walker, Francis, on protection by 
the state, 327; argument favour- 
ing progressive taxation, 343. 

Wants, public, see Public Wants. 

War financiering, 534-42. 

Ways and means, origin and his- 
tory of committee on, 114, 125, 
126, 131; duties of committee 
concerning budgets, 135, X74; 
committee of, in England, 147, 
150; proposed changes in, in 
U. S., 172. 

Wilson, on methods of accounting, 
204, 205. 209. 

Wiirtemberg, date of fiscal year 
in, 133; forestry in, 243, 245. 







